MONITORING, VERIFICATION AND EVALUATION UNIT
AGRICULTURAL POLICY REFORM PROGRAM

Soonsored by:
Government of Egypt,
Ministry of Agricultureand Land Reclamation

United States Agency for International Development/Egypt
Office of Economic Growth, Competitiveness and Agricultural
Development Division

Abt AssociatesInc.

Prime Contractor:
Abt Associates I nc.

Subcontractors:
Environmental Quality International,
Management Systems | nter national

USAID Contract No. 263-0219-C-00-7003-00
Project Office: 15" Floor, 7 Nadi El Seid Street, Dokki, Cairo

Telephones: (202) 337-0357, 337-0592, 337-0482
Fax: (202) 336-2009

MVE UNIT
APRP

PROGRESSIN THE
PRIVATIZATION OF
THE RICE AND
COTTON
SUBSECTORS,
1995/96-2000/01

Samar Maziad
EQI

July, 2002

Impact Assessment
Report No. 29



TABLE OF CONTENTS

LIST OF TABLES . . o e e e e e e i
LIST OF ACRONY M S . e e e e e e iv
ACKNOWLEDGMENTS .. e e e Vi
EXECUTIVE SUMMARY .. e e e e e e Vii
1 INTRODUCTION . ..ttt e e e et e 1
2. OVERVIEW OF PRIVATIZATION ACHIEVEMENTS ....... .. ... i 2
21  ProgressinPrivaization ... ... 2

2.2  TheChdlenge of Privatizing Distressed Companies . . ... ..........cooven. .. 3

3. PRIVATIZATION OF THERICEMILLINGINDUSTRY . ... 6
31  Privaizationof PublicRiceMillsSasESAS . ... ... 6

3.2 PudlicControl over ESA RiceMills . .......... i 7

33  EmploymetaESAMIlls. ... ... 8

34  Pog-Privatization Performanceof ESAMills ... ... ... L 11

3.5 CorporaeCultureatheESAMIllS . ...... ... . i 12

4. PRIVATIZATION OF COTTON GINNING INDUSTRY . ... 15
41  Privaizaion AChIEVEMENTS . . . .. oot 15

42 Ealy Reirement Programs . .. ..o 16

43  Pog-PrivatizationParformance . . ... 17

4.3.1 Technicd and Managerid Improvements. . ...................... 17

432 CompetitionandMaketShare. . ......... ... i 21

433 FHnancid Paformance .......... . 21

5. PRIVATIZATION OF SPINNING COMPANIES . ... ... i 25
51  Privatization ACIeVEMENTS . . . . ..ot 25

52  Paformanceof TextileCompanies .. ... 27

52.1 ShebeenEl-Kom Spinning& Weaving ..............coiion. .. 31

522 DdtaSpinning& Weaving . ..o, 33

523 DamietaSpinning& Weaving . ...t 33

53 SWRMC-HCRedtructuring Efforts . ............ ... 34

531 HnanCd ReSIrUCIUNNG . .. ..o oot 34

532 Technicd Restructuring. . ... e 34

533 LaorRestructuring . ... 35

54  Statusand Progressof Management Contracts .. ....................... 35

54.1 Mig-Hdwan Soiming& Weaving . ..., .. 35

54.2 Nax-MahdaSpinmning& Weaving ..., 35



543 Shourbagui.........

5.4.4 Carofor Artificid Slk



55 Peaformanceof Leased Companies ... 36

55.1 MenyaEl-KamhFactory .............c i, 36

5.5.2 DIP-EQYPt ..ottt 37

5.6  Peaformance of Privatized SpinningCompanies. . .........coiiiiien. .. 37

6. CONCLUDING REMARKS & POLICY IMPLICATIONS. ..... ..., 39
REFERENCES . . ..o e e e 41



LIST OF TABLES

Table 2-1: Privatization Achievementsasof December 31,2001 . .. ... ....covvvvvn .. 2
Table 2-2: Privatization Achievements by Holding Company as of December 31,2001 ........ 3
Table 3-1: Sde and Share Datafor ESA RiceMillingCompanies ........................ 7
Table 3-2: Employment in ESA Rice Milling Companies, 1996/97 - 2001/02 ............... 9
Table 3-3: Worker Numbers and Distribution by Category in ESA Rice Mills,

Barly 2000 . . ..o 10
Table 3-4: Achievements of Early Retirement Program, 1997/98- 2000/01 ............... 11
Table 3-5: Financia Performance of ESA Rice Milling Companies, 1997/98 - 2000/01 . . . . ... 13
Table 4-1: Employment in Selected Textile & Ginning Companies, 1996/97 - 2000/01 . ... ... 18
Table 4-2: Achievements of Early Retirement Program, 1996/97-2000/01 . ............... 19
Table 4-3: Financiad Performance for Textile and Ginning Companies, 1995/96 to

2000 0L . . 23
Table 4-4: Change in Financia Performance in Textile and Ginning Companies,

1995/96 10 2000/01 . . . . . o i et 24
Table 5-1a: Sdle and Share Data for Privatized Ginning and Textile Companies ... .......... 25
Table 5-1b: Date and Vaue of Leased TextileCompanies ..., 26
Table 5-2: Redundant Labor and Estimates of the Cost of an ERP in the SWRMC-HC,

aSOFJUNE200L . ... 29
Table 5-3: Egyptian Cotton Supply and Utilization, 1980/81t02001/02 .................. 32



LIST OF ACRONYMS

AC Affiliated Company

ACC Agricultura Commodity Coundil

ALCOTEXA Alexandria Cotton Exporters Association

APCP Agriculture Production and Credit Project

APRP Agricultura Policy Reform Program

BM Benchmark

C&F Cogt and freight (no insurance included)

CAPMAS Centrd Agency for Public Mohilization and Statistics
CAPQ Centra Adminigration for Plant Quarantine (MALR)
CATGO Cotton Arbitration and Testing Generd Organization
CIF Cod, insurance and freight

CITHC Cotton and Internationd Trade Holding Company
CRI Cotton Research Ingtitute (of ARC)

CSPP Cotton Sector Promotion Program (GTZ-funded)
ELS ExtraLong Steple

ERP Early retirement program

ESA Employee stakeholder associations (form of privatization)
ETMF Egyptian Textile Manufacturers Federation

EU European Union

fd. Feddan (equivaent to 0.420 hectares or 1.037 acres)
FIHC Food Industries Holding Company

FOB Free on board

GATT Generd Agreement on Tariffsand Trade

GOE Government of Egypt

GTZ Deutsche Gesdllschaft Fur Technische Zusammenarbeit
HC Holding Company

HVI High-volume instrument (for testing lint characteritics)
IFC Internationa Finance Corporation

IPM Integrated Pest Management

kg. kilogram

Ik lint kentar(s)

LE Egyptian Pound

LS Long Staple

MALR Minigtry of Agriculture and Land Reclamation

MWRI Ministry of Water Resources and Irrigation

MPE Minigtry of Public Enterprise

mt metric ton(s)

MVE Monitoring, Verification, and Evauation Unit of APRP
NGO Non-Governmenta Organization

PBDAC Principd Bank for Development and Agriculturd Credit
PCSU Privatization Coordination Support Unit



PEO Private Enterprise Office (of MPE)

RFM-HC Rice and Hour Mills Holding Company (merged with FIHC in 12/99)
RDI Reform Design and Implementation Unit of APRP

RMG Ready Made Garments

XKW Spinning & Weaving

sk seed kentar(s)

SWRMC-HC Holding Company for Spinning, Weaving and Ready Made Clothes
TCF Textile Consolidation Fund

TMT-HC Textile Manufacturing and Trade Holding Company

uD Universd dengty (bae)

USAID United States Agency for Internationa Development



ACKNOWLEDGMENTS

This paper draws from many sources, including unpublished MPE, HC and AC reports. It goeswell
beyond an earlier MV E paper, Liberalization and Privatization of Key Subsectors in Egypt’s
Agricultural Economy: Progress and Challenges (Impact Assessment Report No.14, 2000), to
review indetall the privatization experience in two commodity subsystems that have been the focus of
many APCP and APRP policy benchmarks. The usud disclamer applies particularly strongly in this
report; the viewsof the author are not necessarily those of APRP, USAID, MALR or any other GOE

ministry or agency.

The author acknowledges ass stance fromanumber of individuas. Mohammed Hassounaof the PEO
provided vauable background data and inaghts. The author acknowledges his sincere cooperation.
The Privatization Coordinationand Support Unit also contributed their observations, data, and points
of view to this report, aswell as participated in severd joint interviews.

The author deeply thanks John Holtzman, Senior Agribusiness Andyst, for his encouragement and
support in completing the report. He aso provided vauableinput into the study design and analysis of
some of the data, and reviewed the draft report at various sages. Dr. Abdd Rahim Ismail Tahadso
deserves acknowledgment for his support in providing detailed information about the operations and
performance of ESA rice mills.

The author was ass stedinword processing, report formatting, and table creation by Ddia Radwanand

Yvonne Louis. MVE Chief of Paty Gary Ender provided his usud incisve observations and
comments.

Vi



EXECUTIVE SUMMARY

Overview of the Privatization Program. By the end of December 2001, the GOE had privatized
185 enterprises and production units, which left it with 189 companiesthat are dill up for sdle. The
total vaue of sde a that point was LE 16.8 hillion or LE 88.9 million per company on average. The
pace of privatization has condderably dowed snce 1999, paticulaly for the textile indudry.
Therefore, the Government hasinitiated a programto pushthe privatization process and encourage the
sde of the loss-making companiesinthe MPE's portfolio. A new incentive package was designed for
the sale of 66 distressed companies, including more flexible measures for asset vauations, unbundling
of larger companies, and tranderring the companies bank debt and excess labor to the holding
companies. MPE announced the new initiative in June 2001 and has received letters of intent
concerning anumber of companies; however, no sde had taken place until the time of thiswriting (May
2002).

Privatization in the Rice Milling Industry. The privaization of the rice milling companies was
completed in 1998/99, by which time the private sector had aready invested heavily in new mills.
Therefore, the privatization of public millswas of little interest to the private sector at that point, which
resulted in sling dl 7 rice mills to Employee Shareholder Associations (ESAS). The rice milling
companieswere mgority privatized withthe ESAs having 90% of the shares and the HC keeping 9.9%
of the shares. The remaining 0.1% is s0ld to individuds to ensure that the company qudifies as a
shareholder's company under the Egyptian law.

Although the rice milling companies have technicdly been mgority privatized, the HC still has the
mgority of seats on the boards of the ESAs, and the chairman of the board must be one of the
representatives of the HC. Inaddition, the new management board till operateslikeapublic company;
FIHC is 4ill heavily involved in their operations. The ESAs planthar paddy purchases, pricing, sales,
and exportsin close coordinationwiththe HC through weekly meetings withthe chairman of the FIHC.
The HC guarantees bank loans provided to the ESAsfor paddy purchases and most of the exports of
the ESAs have been gaing through the public Rice Marketing Company (RMC) since the time of
privatization.

Since privetization, employment in ESA rice milling companies had dropped by dmost 57% by early
2002. Thisdrastic reductioninlabor wasachieved through both early retirement and regular retirement
programs. At an average cost/worker of LE 22,592 and atotal cost of LE 70 million, the HC had
released 3,107 workers of the rice milling companies through the early retirement program (ERP).

Post-Privatization Performance. The dataavailable onthefinancid performance of ESA mills after
privatizationwere obtained fromdifferent sources; thereforetheir cons stency for comparisonover time
cannot be ensured. However, it is possible to note that the ESAS financia performance has been
mixed. Financid performance seems to have dramaticaly improved immediately after privatization;
however, this trend was reversed in the later years between 1998/99 and 2000/01 in most cases.
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Privatization of Cotton Ginning Industry. Ginningindustry privetization started in 1996/97 with the
sde of Arabia Ginning and Nile Ginning. Both were mgority privatized through the stock market,
though smdl groups of investors quickly controlled amgority of the shares. The sdle of other public
ginning companies has galed due to the high vaue of the land on which the gins are located. In
addition, alarge excess capacity exigsinthe industry and, thus, the private sector is reluctant to invest
when ginning revenues and net returns remain low. At this point, the prospects of privatizing the
remaining public ginning companies seem rather dim.

Both public and privatized ginning companies have implemented ERPs, through which atota of 540
workers were released from the industry at atotal cost of LE 12.5 million and an average cost per
worker of LE 23,190.

Post-Privatization Performance. The privaized companies, paticulaly Arabia Ginning, have
witnessed considerable technical and manageria improvements after the transfer of ownership to the
private sector. Arabias new management has improved seed-cotton deaning and introduced full and
partid mechanized feeding, which resultedina 35% increase in output per unit of time. In addition, a
new qudlity control department was established to review ginning operations and ensure qudity for
exports. Arabia has aso imported new ginning stands from India and replaced the equipment in a
number of itsgins. The new stands have the advantage of saving energy, as their power consumption
is 15% less than traditiona stands and their post-deval uation cost was 66% of that of the traditiona
English ones, including custom duties. Also, both Arabia and Nile Ginning have introduced new UD
bae presses. Exporters can export lint cotton directly from the gins, avoiding costly Farfarra and
repressing in Alexandria

According to the limited data available on the financid performance of privatized companies, Arabia
Ginning witnessed a sgnificant improvement in its financid performance with an increase in profits of
25.6% immediately after privetization. Arabiamaintained the same leve of profitsinto 1998/99. Nile
Ginning, onthe other hand, recorded a dedine inprofitsfor the year immediatdy following privatization.

Privatization of Spinning and Weaving Companies. So far the GOE succeeded in privatizing four
companies (Unirab, Alexandria Spinning & Weaving, KABO, and Balivara), in addition, to liquidating
one company (Cairo Silk). Production unitsin four other public companies have been leased long-term
(5-10 years) to private operators. Most of the privatization achievements took place between 1996
and 1998, and the progress in privatizing textile companies has been hated snce 1999.

The current portfolio of the SWRMC-HC includes 39 companies, of which 29 are involved in textile
manufacturing, while the other 10 indlude ginning, trading, and pressng companies. In order to
compare the performance of privatized textile companies with public sector spinners, this report
discussesthe performance of severd public spinnerswhichhave performed reasonably well compared
to the mgority of public spinners. These leading public spinners are aso prime candidates for
privatizationand have in fact been offered for privatizationat different pointsduring the past four years.



Performance of Public Textile Companies. The overal performance of public sector companies
has been deteriorating over time. In addition, the financia performance has been worsening a an
increasing rateover the past five years between 1997 and 2001. 1n 1997, net revenues of the HC were
morethanLE 6.3 millionbut fell by amost 54% toreachLE 2.9 millionin2001. Earningsbeforetaxes
for the profit-making companies declined by 54% aswdl, while loss-making companiesincurred an
increase in losses by 30.7% over the same period.

In the annua report presented to the board of the SWRM C-HC at the close of FY 2000/01, the HC
identified interest payments and wages for redundant |abor to be the main reasons behind the continued
poor financid performance. Excluding the non-textile companies, the HC wasburdened by LE 1 billion
of accumulated interest payments in June 2001, up from dightly lessthan LE 900 million in 2000. In
addition, the burden of redundant labor wages is up 4.4% from LE 226 millionin 2000 to LE 236
millionin2001, withhigher salaries offsettingthelower number of workers. 1t isworth noting, however,
that most of the burdenand drain onthe HC's resources can be attributed to textile companiesand ther
worsening performance over the past five years.

The financid datafor nineteen cotton-textile companies between 1995/96 and 2000/01 are presented
in this report, induding the better-performing and prime privatization candidates, such as Shebeen
El-Kom S& W (Shebintex), DameittaS& W, Delta S&W, STIA, El-Seiouf, and Port-Said. Themain
conclusion about the financid performance of these companiesisthat it has sgnificantly worsened in
the second hdf of thisfive-year period. Infact, for some of these companiesthefinancid performance
improved during the firgt haf of APRP and then sharply declined over the second haf of this period.

Although the GOE had dowed down the privatization of textile companies awaiting improved market
conditions and better offers from investors, it seemsthat there were better opportunities to privatize
before 1998/99, when the performance of cotton-textile companies sarted to deteriorate at a higher
rate.

Leasing of Textile Production Units. Dueto the difficuit issues and complications that hinder the
privatizetion of textile companies, private sector entrepreneurs may find it more feasble and
cogt-effective to |ease the better-performing production units through long-term leases. Two spinning
and weaving units have been leased from Sharkia Spinning and Weaving and ESCO. The other two
leases within the SWRMC-HC are for a dyeing unit and a ready-made garments unit.

The leasing experience has been rather positive, since the new management of the leased units invests
in refurbishing and upgrading equipment, training the workers, and introduces a private-sector
management style, which has a noticeable effect on the performance of the leased units.

Management Contracts. In an attempt to prepare public companies for privatization, the
SWRMC-HC seeks the expertise of specidized management firms. Through the newly established
Egyptian Company for Development of the Textile Industry, the HC isin the process of implementing
and monitoring four management contracts in Misr-Helwan S& W, Nasr-Mehala S& W, Shourbagui,



and Cairo Artificd Silk. Unfortunately, the overd| performance of these management contracts has
not been satisfactory.



1. INTRODUCTION

This endline paper discussesthe progress of the Egyptian privatization program since the beginning of
the program until 2000/01, particularly in the rice and cotton-textile subsectors.

For the rice subsector, the paper focuseson ng the post-privatization performance of the ESA
rice milling companies, sncemost of the industry has aready been privatized except for some trading
companies, suchasthe Rice Marketing Company. The paper will study the changein the management
culture of the rice milling companies, the public sector influence over them, the employment and early
retirement Stuation, and the financid performance of the ESAS.

Asfor the textile subsector, the focus will be on companiesthat gin and spin cotton.  The paper will
discussthe privatizationof the ginningcompanies, aswel as the privatizationand leasing of cottontextile
companies. Theprivatized companieswerestudiedintermsof ther financid performance, employment
and early retirement programs, and leves of operations. Given the dow pace of priveization in the
textile indudtry, the paper examined the performance of the public sector cotton-textile companies,
particularly those that are prime candidates for privatization.

The paper draws heavily onreports and data obtained from the Ministry of Public Enterprises (MPE)
and the Spinning, Weaving and Ready-M ade Clothes Holding Company (SWRMC-HC). Inaddition,
data was obtained through MV E surveys, interviews, and previous APRP and CSPP reports.

The paper isorganized insx chapters. Chapter two presents an overview of the privatization program
and achievements to date, while chapters three, four, and five examine the privatization of the rice
milling, cotton ginning, and cotton-textile industries.  Findly, chapter sx makes some concluding
observations and presents policy recommendations.



2. OVERVIEW OF PRIVATIZATION ACHIEVEMENTS

This chapter summarizes progress to date in Egypt’s privatization program. It also compares
privatization activity in the soinning industry to the entire nationd portfalio.

21  Progressin Privatization

By March2002, the Ministry of Public Enterprises (MPE) had privatized atota of 147 enterprisesin
addition to 38 units that were leased (20 units) and sold as production assets (18 units), rendering a
total of 185 enterprises and plants.  Although MPE reports the privatization of over 45% (147
enterprises) or even over 55% (al 185 units) of its origina portfolio of 314 public enterprises, which
were subject to the rulings of law 203, there remain 189 companiesto be privatized. The exact number
of privatized companies and those that remain to be sold have caused some confusion amongst those
that monitor the progress of the privatization program in Egypt. The source of confusonismogtly due
to the MPE’s process of regtructuring large companies and splitting them into a number of smaller
companies with the am of fadlitating their sale. For ingtance, this was the case with Kafr El-Dawar
Spinning and Weaving Company, whichwas salit into thee companies; Kafr El-Dawar, Kom Hamada,
and Mahmoudia. In any case, the privatization program till hasaway to go, especidly if it becomes
necessary to restructure and decompose large companies into smdler units. Thetota vaue of sdes
at the end of 2001 amounted to dightly below LE 16 billion for the 147 privatized enterprises, in
addition to LE 840 million for the production assets sold and companies leased. The tota proceeds
of the privatization program reached LE 16.8 hillion by the end of 2001.

Table 2-1: Privatization Achievements as of December 31, 2001

No. of Companies & Sale Value

Privatization Method Production Units (Million LE)
Magjority sold through stock market 38 6312
Sold to Anchor investor 29 6968
Sold to employee share holder ass. (ESA’S) 32 939
Companies sold 40% (Stock market) 10 655
Companies sold less than 50% (stock market) 6 1100
Companies under liquidation 32 0
Sub-total 147 15974
Sold as production assets 18 840
Leased companies and production units 20 Leased
(Long term lease)
Total 185 16814

Source: MPE, Privatization Achievements December 2001.



Table 2-2: Privatization Achievements by Holding Company as of December 31, 2001

Sale Value Percent of Sale
Holding Company (Million LE) Proceeds
Spinning and Weaving 588 3%
Internationd Trade 1,254 7%
Engineering Indudtries 924 5%
Metdlurgical & Mining Indusiries 6,692 40%
Chemicd Indudtries 2,059 12%
Pharmaceutica's 233 1%
Food Industries 2,172 13%
Congtruction 1,195 7%
Tourism & Housing & Cinema 1,396 8%
Land & Maitime Transport 301 2%
Total 16,814 100%

Source: MPE, Privatization Achievements, December 2001.

Although the privatization programhas s owed down considerably inthe past couple of years, it hasnot
completdy stopped. The MPE indicated that it had privatized 12 companies during the year 2001 at
atota vaue of LE 943 million, representing dmost 6% of the total value of companies privatized snce
the gart of the privatization program, amounting to LE 16.8 billion. These 12 companies sold during
2001 were distributed as follows: three were sold to anchor investors, two to Employee Shareholder
Associations, two companies were sold as assets (liquidated), and three companies were sold as
factoriesand productionlines. Also, two companieswere leased under long-termcontracts (Al-Alam
El-Y oum newspaper, January 1, 2002).

Asfor the spinning and weaving subsector, it has contributed very little to the overal progress of the
privetizationprogram. Sincethe beginning of the program in the early 1990s until December 31, 2001,
the total sales proceeds from spinning and weaving companies was LE 588 million, whichrepresented
3% only of tota proceedsfor the entire privatization program. Only five textile companies have been
s0ld to date; three companies were mgority sold through the stock market (Unirab, Alexandria
Soinning & Weaving, and KABO), one company was sold to an anchor investor (Bolivara), and
another was liquidated (Cairo Silk). In addition, production units were leased through long-term
contractsin four companies.

2.2  TheChallengeof Privatizing Distressed Companies

In addition to the dow pace of the privatization program overdl, the government is facing serious
obstacles in privatizing the loss-making distressed companies. MPE ill hasto privatize dmost 190
companies. Fifty-four of them areloss-making companies, of which 17 companies are responsiblefor
80% of total losses and have 60% of employment. Out of those 17 companies, 14 are textile
companies. Textile companies are a mgjor problem for the privatization program. It would cost the
GOE LE 4 hillion to restructure these companies to increase ther efficiency. This sector has 14



companiestha make huge losses and await any kind of sde'. Themgjor problemwiththese 17 heavily
distressed companiesistheir large number of workers, which preventsther liquidationand at the same
time discourages investors from buying them. Thisis particularly true for the public textile companies,
wharethetotal number of workersamounted to 20246 (206,653) of thetotd erloymertinpuldicsadtor a theleginming
of the privatization program. Now after gpplying early retirement packages, tota employment was
reduced to 136,316 workers according to M PE figures. However, the government still hasalong way
to go before reducing dl labor redundancy in the textile companies. The SWRMG-HC estimated that
the finandd requirementsto implement an early retirement program for excess labor would amount to
amog LE 977 million in 26 affiliated companies.

In an atempt to push the privatization program forward, the M PE has announced a new initigtive to
privetize 66 distressed companies. The new initiative was announced in June 2001 during the
“ConferenceonNew Horizons for Investorsin Egypt’ s Privatization Program” hed in Cairo. The new
initiative cdls for the break-up of loss-making companiesinto land, buildings and equi pment, witheach
asset being sold off independently and not in the form of an integrated production unit. The new
package includes unbundling of companies as wdl as new vauation methods for the distressed
companies. The new package clearly states the following incentives:

" The dtate, represented by the HC, assumes responsbility for the bank debts of the effiliated
companies,

" The state, represented by the HC, undertakesthe settlement of the excesslabor Stuation; and,

. The buyer of one of the 66 companies enjoys a 5-year tax holiday, provided that a venture
capita company is established in accordance with the rules of Investment Law N0.8/1997

In addition, the following new rules and vauation techniques gpply to the distressed companies.

" Land is vaued according to the price per meter in the nearest new industrid community. In
addition, the investor isnot required to buy the land on which the company or productionunits
exit. Investors can have the right to use the land againgt an annud payment equivadent to a
percentage of the value of the land. Theright of useisvalid aslong asthe indudtrid activity on
the piece of land is ongoing.

. Buildingsarevaued according to their replacement cost multiplied by apercentage of remaining
lifetime.

. Machinery and tools are valued according to the remaining lifetime in case the equipment has
fully depreciated and their book vaue could not be used. Otherwise, the book vaueis used
asafloor vauation.

" Working capital items, such as inventory and accounts receivable, can be assumed by the
Holding Company according to the desire of the investor.

! Data obtained through interviews with MPE officials
2 Total employment in the textile holding companies was 206,653 in 1992/93 (See Ender et a., Effect of Policy
Reform under APRP: Progress Indicators, 1990-1999, April 2001).
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The 66 companies include the 54 loss-making companies. Forty-Sx companies out of the 66 were
advertised for sde between21-24 September. 2001. MPE hasalready received somefeedback from
the market where a number of investors expressed interest in 24 companiesby sending letters of intent.
Out of those 24 companies, five are Soinning and weaving companies. A |etter of intent was submitted
to MPE regarding Dakahlia, Damietta, Shebeen El-Kom, Stia, and Port Said spinning and weaving
companies. Althoughthe Ministry claimsto beflexible and would accommodate and negotiate various
types of arrangements with interested investors, the new incentives have not resulted inthe sde of any
distressed companies yet.



3. PRIVATIZATION OF THE RICE MILLING INDUSTRY?

The efforts to privatize the rice milling companies were too late to interest the private sector.
Privatizationof rice millswas completed in 1998, too late as massve private sector rice milling capacity
had already been created from 1995 through 1998 following the liberdization of the rice subsector.
Thus, the GOE did not get the responsethat it had anticipated from the private sector, which resulted
in sdling 7 milling companies to Employee Shareholder Associations (ESA) by October 1998. The
remaining public rice milling company, Gharbia Mills, was sold as an ESA in September 2001.

31 Privatization of Public Rice Millsas ESAs

All ricemillingcompanieswere mgority privatized withthe ESA holding 90% of the shares, the Holding
Company keeping 9.9% of the shares, and 0.1% for the private individuds to ensure that the company
qudifies as a shareholder's company. In redity, those private individuds are the board members who
represent the HC. Thesdevaueof these companiesvaried considerably and ranged between LE 48.5
million (Damietta and Belkas Mills) and 11.5 million (Rasheed Mills).

ESA mills were financidly restructured prior to their sde and dl of ther excess capacity and assets, as
well astheir debts, were transferred to the HC, and some of these assets was sold by the HC. After
this restructuring, the mills were evauated, estimating profits at 8%, and then sold to employees
asociations. The total value of the company was supposed to be paid over 12 years, which was
recently extended to 15 or 20 years when the mills were unadle to pay. So far, only three rice mills
have started paying ther ingdlments, they paid two inddlments, and they are dlill late in paying the
third. Those mills are Sharkia, Daguahlya, and Damietta & Belkas. The grace period for the other
companies was extended for another year, during which their stuation will be re-studied by the HC.

According to the privatization agreement, ESA companies are aso entitled to technica restructuring
from the HC, which actudly has provided some new sorting equipment to some mills. Asthe
excess capacity of the rice millswas transferred to the HC, the mills now operate at a reported 70-
80% of their cgpacity, which is a sgnificant increase from 12-13% prior to privatization.

% This section draws heavily on Holtzman et al., Rice Subsector Update |1, February 2002.
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Table 3-1: Saleand Share Data for ESA Rice Milling Companies

Date of Final

Sold% Current | Sale Value (Million LE) | Approval to

ESA Rice Sdling | Private HC |Private Law 159
Company Date | Sector |[ESA | Share | Sector | ESA | Total Satus

Damietta & Belkas| 01/01/99|  0.1%| 90% 9.9%| 0.005| 48.557| 48.562 27/06/99

Sharkeya Mills 01/07/98] 0.1%]| 90% 9.9%| 0.007| 38.691| 38.698 04/03/99

Kafr El Sheikh 27/07/98|  0.1%| 90% 9.9%| 0.005| 12.983| 12.988 19/09/99
Mills

Rasheed Mills 26/09/98| 0.1%| 90% 9.9%| 0.005| 11.498| 11.503 30/10/99

El BeharaMills | 26/09/98| 0.1%| 90% 9.9% 0.01]21.780| 21.79 08/08/99

DekahleyaMills | 03/10/98| 0.1%| 90% 9.9% 0.02| 36.713| 36.733 27/06/99

AlexandriaMills | 10/10/98| 0.1%]| 90% 9.9% 0.01] 26.775| 26.785 10/07/99

Gharbeya Mills 01/07/01]  0.0%]| 90%| 10.0% 0.0{ 51.190| 51.190 Not Yet

Source: MPE, Privatization Achievements, December, 2001

3.2 Public Control over ESA Rice Mills

Although nomindly employees own 90% of the ESA rice mills, they practicaly own less, as the
employees are supposed to buy the shares of these companies by ingdImentsover tento thirteen year
periods. Also, the new ESA management boards operate mostly like the public sector, and the HC
has a mgjority of seats on each company’s board of directors. In addition, the ESA miills plan their
operations in close coordination with the Holding Company. For instance, the chairman of the FIHC
chairs weekly mestings with the chairmen of dl ESA millsin Cairo to coordinate purchase of paddy,
milling, and export activities. Theinvolvement of the Holding Company is critica in the operations of
the ESA mills The HC guarantees the bank loans provided to the ESAsto purchase paddy. Without
this guarantee or in case of private ownership of the company, for example, bankswould not be willing
to provide those loans.

The ESA ricemillsuse the public sector Rice Marketing Company (RMC) to export the milledrice of
theirs. 1n 1999/00, the RMC shipped an estimated 80% of the total public sector exports of 26,399
mt. 1n2000/01, it shipped morethan any other exporter, 100,665 mt, of which approximately 60,000
mt was exported to Syria and Libyaand 40,000 mt to other destinations, particularly in Africa RMC
is hoping to export more in 2001/02, perhaps as much as 300,000 mt. The RMC' s recent leve of
exports far outstrips its shipments of only 15,080 mt in 1998/99 and 30,635 mt in 1997/98.

Althoughtherewastak of privetizing the RM C, itsstatus is unchanged, and there is no planto privatize
it. 1t has arather large staff of 540 workers, which represents a 55% reduction from 1200 workers
in 1995/96. The annud cogt of labor was about LE 4.5 million in 2000/01, with an average monthly
rate of LE 694 per worker. Thecompany hasimplemented an early retirement program of LE 25,000-
30,000 per worker that is funded by the FIHC.



RMC has 49 warehouses, which provide a storage capacity of 40,000 mt. These stores are well
placed al over the country. The company could be privatized later, probably in the form of an ESA
or may even be completely liquidated.

Although most of the rice exported by the ESA millsis shipped through the RMC, four of eight ESA
mills exported directly in 2000/01, but shipped only 9,139 mt of rice, 8.2% of total public sector
exports. Three millsexported directly in 1997/98 and 1998/99. Private exporters sometimesuse ESA
mills as a source of supply, but the MVE Unit has no statistics on how much of the rice milled by the
ESA millsis sold to the private sector.

ESA mills a this point are mostly dominated by the FIHC and they enjoy little autonomy in decison-
maeking and management. This Stuation poses a chdlenge for the validity and utility of privatization
effortsin the rice subsector. However, this could be a stage of trangtionfromthe public to the private
sector, epecialy since the HC il has amgority of seats on the boards of the millsasthe employees
have not paid sufficient ingtalments to exercise control over management.

The HC dffidds believe that they are entitled to manage the privatized companies, as they are
responsible for supporting many of its operaions. According to the terms of the sae, representatives
of the HC on the board of each company (3 out of 5) are to be replaced by representatives of the
shareholdersasthey progress in making payments. However, such changes in the board have not yet
taken place, even for the companies that have sarted paying. At the moment the decision is that no
change inthe board compositionwould take place until the total vaue of the company ispaid off, which
will not happen for at least another 15 years. The HC fears that if the management is given to the
sharehol der association, theywould sdl sharesto the private sector and jeopardize thisstrategic activity
Whilethe FIHC may consider the ESA millingas a srategic activity, fromthe public sector perspective,
MVE dataand ca culations of nationa capacity show that the private sector milling capacity has been
aufficient, since 1997/98, to process the entire Egyptian paddy crop. See Holtzman et d., Rice
Subsector Basdline Study, 1999.

Hopefully with time, as the employees come to control the board of directors, ESA millswill gradudly
adapt their management practices to follow the private sector modd. Note that APRP/RDI and
ADALA worked closaly together with ESA rice mill managers from 1999 to 2001 to change those
managers perceptions of ther roles from passve followers of HC instructions and takers of sales
orders to more active managers driven by market demands and financia performance.

3.3  Employment at ESA Mills

Employment at the ESA rice mills, shown in Table 3-2, is now reportedly less than half of what it was
before the conversonfromLaw 203 status to Law 159. Datacollected fromindividua ESA ricemills,
show that there were 4,606 employees in the eight companies through early 2002. This represents a
56.8% decreasein the labor force compared to the 1997/98 figure of 10,674 workers at these same
companies, when they were public sector firmsin the RFM-HC*.

4 See Table 9-9, p. 103, in the Rice Subsector Basdline Sudy, 1999.
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Table 3-2: Employment in ESA Rice Milling Companies, 1996/97 - 2001/02

Average. Wage Bill
No.of Workers Wage** (Mil. EGP) %

Company 1997/9 % 2000/0 % 1997/9 | 2000/0 | Change

8 2000/01 | Change | 1997/98 1 Change 8 1
Sharkia Rice Mills* 1,409| 669 -52.5% | 4,578 5765 | 25.9% 6.45 3.86 -40.2%
Damietta & Belkas Mills 1,100 449 -59.2% | 5,636 5,731 1.7% 6.20 257 -58.5%
Kafr El-Sheikh Rice Mills 1,243| 615 -50.5% | 5,060 4,878 -3.6% 6.29 3.00 -52.3%
Dakahlia Rice Mills 1,050| 480 -54.3% | 5,714 5,208 -8.9% 6.00 2.50 -58.3%
Gharbia Rice Mills 2,101| 650 -69.1% | 6,202 6,538 5.4% 13.03 4.25 -67.4%
BeheiraRice Mills 1,391| 781 -43.9% | 4,536 3,044 | -32.9% 6.31 2.38 -62.3%
Alexandria Rice Mills*** 1,300| 390 -70.0% | 5,377 6,410 | 19.2% 6.99 2.50 -64.2%
Rasheed Rice Mills*** 1,080| 572 -47.0% | 6,019 5,140 | -14.6% 6.50 294 -54.8%
Total/Average 10,674| 4,606 | -56.8% 5,390 5339 [ -0.9% 57.77 | 24.00 | -58.5%

Source: MVE interviews. Figuresfor 1997/98 are obtained from the Rice Baseline Study.

* For Sharkiaand Gharbia Mills, the number of workers refers to employment in January, 2002.

** Average wage is calculated for 2000/01 using data on No.of workers and total wage bill.

*** No.of workers and total wage bill in 2000/01 corresponds to March 2001 for Alexandria and August 2001for
Rasheed.

Nearly 1,000 workers across the eight ESA milling companies were “on leave’ or “reassigned” tothe
Holding Company by early 2001. While these workers are not included among the labor force of
4,928 employees reported in early 2001 and are no longer paid by those companies, they are ill
receiving pay from the FIHC. It isnot clear what FIHC intendsto do with these redundant workers.

Table 3-3 shows disaggregated employment by worker category at the 8 ESA rice milling companies.
Over one-quarter (27.7%) of dl the workers are adminidtrative or clerica. More than one-fifth
(22.5%) work in rice milling, while 12.3% work in paddy purchasing and 7.3% in white rice sales.
Ancther 30.2% work in other enterprises, most notably anima feed mixing (12.5%) and macaroni
production (7.5%).

While some workersretired at the normd retirement age or of their own valition, most Ieft through early
retirement programs. At an average cost of LE 22,592 per worker, the tota cost for the ERP for
3,107 workers has been about LE 70 million. The estimated annual savings in labor cost after the
implementation of ERP is LE 17.6 million. See table 3-4 for achievements of ERP from 1997/98-
2000/01.

8 MVE was unable to obtain a breakdown of the 300 workers of Alexandria Rice Milling Company who worked in
administration and the rice-milling enterprise.



Table 3-3: Worker Numbersand Distribution by Category in ESA Rice Mills, Early 2001

Total
Employment Employment Distribution by Company Activities
Administrative
Earl Mo. Cost of Animal
y |Workers| Employment |Acct. |Financial Rice Paddy [White Rice | Macaroni | Feed On

Company |Apr-97 | 2001 |who Left | (LE million) Secret. [ Milling |Purchase | Marketing Prod. Unit | Other | Leave
Sharkia Rice 1,409| 669 740 321,417| 100 80 30 100 40 40 78 121 80 83
Mills
Damietta & 1,152 399 753 208,333 30 50 10 60 20 20 30 100 79 50
Bekas
Kafr El 1,243| 539 704 258,000 80 0 40 115 85 56 73 88
Sheikh
Dakahlia 1,102| 449 653 215,118 55 70 35 80 35 45 73 56 71
Gharbia 2,101| 1,234 867 516,545| 120 115 87 216 210 88 75 235 88| 158
Beheira 1,391| 676 715 408,547 65 54 40 125 130 75 109 78| 105
Rashid 1,132| 572 560 245,000 21 47 40 326 37 9 85 7 12
Alexandria 1,300f 390 910 208,333 300 90 400
Total 10,830( 4,928 5,902 2,381,293| 471 506 282 1322 557 333 341 655| 461 967

Source: APRP/IMVE, Interviews with ESA rice mill officials.
Notes: 1) Employees on leave are on leave without pay or their salaries are paid by the Holding Company. These employees are not included in "Total Employment.”
2) Alexandria Rice Milling Company did not provide disaggregated employment data.  Although the 300 active employees are listed in the rice milling category, they should
be distributed across the administrative, rice milling, paddy purchasing, and rice marketing categories.
3) Calculations of the percentages of employees in each employment category exclude Alexandria Rice Milling Company.
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Table 3-4: Achievements of Early Retirement Program, 1997/98 - 2000/01

No.Workers Annual savings
% Estimated Total ERP after ERP**
Milling Companies 97/98 ERP* | ERP | Cost/Worker Cost
Sharkia Rice Mills* 1,409 432| 30.7% 20,602 8,900,000 2,100,000
Damietta & Belkas Mills 1,100 381| 34.6% 22,572 8,600,000 2,500,000
Kafr El-Sheikh Rice Mills 1,243 414| 33.3% 21,498 8,900,000 2,200,000
Dakahlia Rice Mills 1,050 321| 30.6% 22,430 7,200,000 2,000,000
Gharbia Rice Mills 2,101 379| 18.0% 25,066 9,500,000 1,600,000
Behiera Rice Mills 1,391 380| 27.3% 23,158 8,800,000 2,300,000
Alexandria Rice Mills 1,300 446| 34.3% 23,094 10,300,000 2,400,000
Rasheed Rice Mills 1,080 354| 32.8% 22,316 7,900,000 2,500,000
Total/Average 10,674| 3,107 | 29.1% 22,592| 70,100,000 17,600,000
Source: MPE

* Cumulative No.of Workers since the beginning of the privatization program.
** Savings after ERP are calculated using average wage/worker multiplied by No.of workers that |eft.

34 Post-Privatization Performance of ESA Mills

It is hard to assess the post-privatization performance of the 8 ESA mills as information about ther
financid dtuation and management practices are very patchy and partid. Data are obtained through
structured informd interviews with different key informants, however, the information gathered is
sometimesincons stent, especialy informeationregarding the financid performance of these companies.

Data on the revenues of the ESA miillsindicate that only two of the companies have achieved higher
revenues between 1997/98 and 1998/99. Revenues of Sharkia Mills increased by 12.4% from LE
68.9 million to 77.5 million, while Damietta & Belkas Mills revenues increased by 20.9% from 64.7
millionto LE 78.3 million. The data avalable on the remaining companies is limited to Alexandria,
Dakahlia, and BehieraMuills whichhave reported reduced revenues. Alexandriarevenuesin 1997/98
were LE 36.7 million and went down to 16.6 millionin 1998/99. The sameistrue for Dakahliaand
Beherra Mills, where revenues went from LE 64.7 to LE 49.1 million and from LE 32.1to LE 29.4
millionrespectively. It seems, therefore, that these ESA millssuccessfully reduced costs, mostly through
reducing employment, which contributed to incressing profits.

The ESA mills performanceimproved considerably immediatdly after privatization. Thedataavailable
from MPE for 1997/98 and 1998/99 show significant improvements in the companies profits. For
indance, Sharkia Mills went from incurring losses of LE 5.2 million in 1997/98 to achieving profits of
LE 6.1in1998/99. The sameistruefor Damietta & Bekas Mills that went from incurring losses of
LE 17.4 millionto profitsof LE 5.1 million. Other companiesimproved their performance by reducing
the amount of lossesreported by the company. AlexandriaMills reduced their losses from dmost LE
40 million to dightly lessthan LE 7 million over the same period.
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Itisdifficult to examine the financia performance of the ESA rice mills over the past few years, asthe
financid data available were obtained from different sources and thus their consstency in terms of
definitions and cdculation technique cannot be ensired. However, it is possible to note that the
sgnificant improvement in financid performance did not persist between 1998/99 to 2000/01. The
companies for which the time series is available show adecline in financid performance. The better
performing Damietta & Belkas company witnessed an 8% decrease in profits. Performance of other
companies deteriorated consderably. For ingtance, profits of Sharkiarice mills decreased by dmost
69%, while Beherarice milling companies went back to making losses that amountedto LE 5 million
in 2000/01.

This reversein the trend of profits over the past two years may be attributed to the sharp dedline in
paddy prices both domesticaly and in international markets. Suchdecline inpricesmay have resulted
in squeezing the margins for milling companies. In addition, rice milling companies were estimated to
hald acarry-over of paddy of 200,000 mt fromthe 1999/2000 marketing season, whichwas procured
at much higher prices than those of 2000/01 season. However, with the sharp decline in domestic
paddy prices in 2000/01, milling companies had to dispose of their carry-over paddy at much lower
prices, which may have resulted in aconsderable reductioninthar profits. It isaso worth noting that
the more successful ESA millingcompanies, namely Damietta & Belkas, Sharkia, and Dakahlia, have
diversfied activities beyond rice milling, which remains to be highly competitive with smdl profit
margins. These companies have other operations such as macaroni and animd feed.

On amore positive note, net equity has increased considerably from 1997/98 to 1998/99 for dl five
rice milling companies for which data are avalable. Net equity more than tripled for Dakahlia and
Damietta & Belkas rice milling companies. Net equity adso increased by 32% for Sharkia Rice
Company and went from negative values for Alexandria and Rasheed milling companies to a positive
net worth of LE 24.8 million and LE 54.5 million respectively. Between 1998/99 to 2000/01, net
equity remained positive for most of the rice companies (except for Kafr El-Sheikh company).
However, the increase innet equity was not as Sgnificant over the last two years, and it evendecreased
by 20% for Behiera milling company. For financid performance figures, see table 3-5.

3.5 CorporateCultureat the ESA Mills

According to the head of the privatization officeinthe HC, the workerselected to the board of the ESA
millslack the necessary management experience and vison. They do not havethe necessary manageria
capacity and they dill percaeive themsdves and operate as a public sector companies. However, he
indicated that their performance improved after their annexation to the FIHC. Prior to joining the
FIHC, rice exports were limited to the traditiond markets, while in recent years, export volumes
increased considerably and new markets were penetrated’. He attributed this to the skillful top
management of the FIHC that opened new markets and increased market sharesinolder ones, namdy
in Syriaand Libya.

7 Note that rice export subsidies in 2000/01 led to a more than doubling of rice exports from 1999/00 (333,700 mt)
to 2000/01 (755,400 mt). In addition to formation of COMESA that opened African markets to Egyptian exports,
there were the barter deals with Syria (rice exchanged for cotton seed oil).
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Table 3-5: Financial Performance of ESA Rice Milling Companies, 1997/98 - 2000/01

(1000 LE)
Current Revenues Net Income (Pr ofit/loss) Total Assets Liabilities Net Equity
%
Company 97/98 | 98/99 | change | 97/98 | 98/99 | 00/01% 97/98 98/99 00/01a 97/98 | 98/9% | 00/0la | 97/98 | 98/99 | 00/0la
Sharkia Rice Mills 68,994 77,517 12.4%| -5,188| 6,100 1,906 81,338 | 60,025 67,765 56,172 | 26,723 | 35,258 | 25,166 | 33,302 32,506
Damietta & Belkas Mills 64,758| 78,312 20.9%| -17,414| 5175( 4,761 | 124,867 105,887 | 115,714 | 105,713 | 10,547 | 10,715 | 19,154 95,340 | 104,999
Kafr El-Sheikh Rice Mills -7,083 36,550 36,752 -202
Dakahlia Rice Mills 60,741 49,171 -19.0%| -12,423 | 4,144 113500 [ 74,114 103,181 | 31,327 10,319 | 42,787
Gharbia Rice Mills -8,000 110,033 36,300 73,733
Rasheed Rice Mills 181 658,140 33,480 16,473
BehieraRice Mills 32,178 29,464 -8.4%| -17,203 [ 1,827 -5,003 75580 | 53452 64,525 79,297 | 28,633 | 44,686 | -3,717| 24,819 19,838
AlexandriaRice Mills 36,736 16,617| -54.8%| -39,954 ( -6,998| -10.850| 122,688 82,756 80,149| 213,395 | 28,230 ( 40,865| -90,707 | 54,526

Source: MPE, FIHC, and MVE interviews.

aFigures for 2000/01 were obtained through MVE interviews. Provisions are not included in the data.

® Figures for total liabilities and provisions are estimated by subtracting net equity from total assets figures as obtained from MPE..
Kafr El-Shiekh & Beheira: Net Equity is calculated by subtracting carried loss from Total Equity and from Total Assets.
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As agenerd note, the impact and effectiveness of employee ownership asatoal for privatization has
been mixed and varied fromone economic activitytoanother. ESA privatization has been concentrated
in certain sectors, namdy public works and land reclamation, rice milling, and maritime and inland
trangportation. The ESA mechanism has worked best in land reclamation companies, while other
companies privatized through ESAs in the maritime and milling activities have performed poorly.
However, one study concluded thet it is more appropriate to tie the performance of an ESA to its
economic sector rather than to the method of sale®. For instance, public works and land reclamation
services were in demand by the government, which is a captive market, while maritime services have
been facing serious competition from more experienced private companies.

It isdso premature to assess the merits of ESA as a privati zationmethod since only the public works
companies (11 out of 32 companies) have been sold for along enough period to gain control over ther
Board of Directorsand operate independently®. Other companies, induding dl rice milling companies,
have received grace periods and are late in making payments and thus remain under the control of ther
holding company. The heavy involvement of the HC does not dlow enough room to change the
corporate culture of the company to be more private-sector oriented, which will not happen urtil the
workers pay off thar debts, findly control their shares, and remove HC representativesfromthe Board.

8 See Carana Corporation report Employee Ownership and Privatization in Egypt, 2002
9 Eleven public works and land reclamation companies were privatized early, from July 1994 through February
1995, while thirteen in total have been privatized.
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4. PRIVATIZATION OF COTTON GINNING INDUSTRY

4.1 Privatization Achievements

Privatization of the ginningindustry started in 1996/97 withthe sde of Arabia Ginningand Nile Ginning,
which were sold through the stock market with the mgority of shares (90%) to the private sector and
minaority shares(10%) hdd by employee shareholder associations. The sdevauefor these companies
wasLE87.1 million and LE 294.8 million for Arabiaand Nile, respectively. Many observersfdt that
Arabia Ginningwas underva ued, reative to the vaue of the land on which ginswerelocated. TheHC
adjusted the sde price of Nile Ginning up dgnificantly (3.5 times higher), even though the underlying
vaue of the assets was gpproximately the same. Three other ginning companies remain under public
ownership; those are Delta Ginning, Misr Ginning, and El-Wadi Ginning.

The Holding Company has offered the remaining public companiesfor se; however, the GOE is not
willing to sl the land on which the gins are built but is offering to leaseit to the privatized companies.
The GOE would not want to see the land of the newly privatized companies sold at the market rate and
the new owners making large capitd gains, while the origind vauation of the company vaued land at
below market rates. The sde of the land is an important issue, particularly as the GOE feds that the
land was undervaued when sdlling Arabia Ginning. This Situation contributed to the fallure to sdl off
the three public ginning companies, as private sector investors indst on having full ownership rightsto
the land.

The privatization prospects for the remaining public ginning companies seemto be dim at the moment.
DdtaGinmningwas offered for privatization in 1998/99; however, investorswere not interested. Atthe
time, the company was vaued at LE 196 million, usng the price of neighboring new industrid zonesto
vauetheland. The company was offered for sde provided that the land would be used for the ginning
activity and not directed to any other use. Ddta Ginning officids believe tha thisis the man reason
behind the failure to sl the company.

IN 2000, a study was conducted across dl ginning companies, and it recommended the merger of the
three public companies into one, inwhichcase it would be feasble to privatize individua ginsand close
down others to reduce the excess capacity throughout the subsector. The study was based on the
nationa ginning capacity a the time of 54 gins, 21 privategins and 33 public. The study suggested the
closure of 13 public gins, thus reducing the overdl ginning capacity to 41 gins, which cangin7 million
lk at full capacity and can reach 8.5 million Ik if operating a maximum capacity'®. The suggested
indugtrid restructuring would get rid of excess capacity and would render the industry more profitable
and thus more attractive to private investors. The study was approved by the HC; however, no
implementation steps were taken.

Asfor Mig Ginning, the company officids indicated that therewere rather more objective reasons for
the lack of interest on the investors part, as most of the company’s gins are located in Upper Egypt

10 Thjs assumes continuous operation through the end of March.
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(8 ginsg), where only 20% of the cotton crop is grown, and where varieties (Giza 80, 83) are lagdy
reserved for domestic spinning and exported only inamdl quantities. Mogt of the prospectiveinvestors
inprivatized gins are larger exporters, who want to control accessto exportable lint and ensure quaity
of gnning services. Moreover, there are 10 other ginsthat operate in Upper Egypt, which reducesthe
company’ smarket share considerably to about 45% of the market in Upper Egypt and about 17% of
the whole cotton crop. Misr Ginning has only three gins in the Delta, where the export varieties are
grown. Thus, the man obstacle facing the privatization of Mig is its excess capacity and
disproportionate digtribution of its gins.

Mis Ginning has offered individud ginsfor privatization; however, they were dill too expensve dueto
the large areas of land on which they are built. For instance, Misr had offered theginin Benhafor sde
prior toits closure. At this point, the land was vaued at LE 150/, while the market rate was LE
1000/m?. However, the gin was till too expensive as it was situated on over 72,000 n, so the land
vaue equaled LE 10.8 million. Private investors were reluctant to tie up so much capital just to
purchase the gin, knowing that the GOE would not permit sdling parts of the land even to make new
investments or upgrade the equipment.

Thethird public ginning company, Wadi Ginning, is dso offered for privatization; however, thereisno
specific plan to privatize it other than offering its shares on the stock market when the economy ison
the upturn again. So far, Wadi has not implemented an early retirement program to release any
redundant workers.

4.2  Early Retirement Programs

Both public and private ginning companies have implemented an early retirement program (ERP);
however, redundant labor il exists in both groups of companies. The total number of workers that
were rdeased from the ginning industry through the ERP is 540, which represents 11.5% of the tota
employment inthe industry in 1996/97, of which 335 were rel eased from public ginning companiesand
200 from privatized ones. Thetotal cost of the ERP is LE 12.5 million and would result in estimated
annud savings of morethan LE 3.0 million in tota Iabor cost inthe ginningindudtry. Seetable4-2 for
the achievements of ERP to date.

DdtaGinninghad anERPthat rel eased 73 workersat atotal costaf LEL7million. Otherworkersarerdessed
throughtheregular retirement process. TheERPwasfundedthroughtheHC andit resultedintotal savingsof LE
0.7 millioninannud labor cost. DetaGinning officddsindicated that the ERP hel ped to reduce the total
wage hill from LE 10 million to 8.3 millionannudly; however, the figuresfor |abor cost reported by the
HC differ fromthose cited by the company’ s management. Currently, Deltahasatota of 742 workers
and hires an additional 700 workers during the ginning season, of which 200 are hired year-round, as
they are experienced workerswho can provide traning to less experienced technicians and ensure high
gnning standards. The cost of seasond workersisonly one-third of that of permanent workers, which
contributes to the reductionof |abor costs, as seasond workers replace permanent ones. The regular
retirement process is expected to reduce total employment to 600 workers by 2006. However, it
would be more cost effective for Deltato hire only 200 permanent workers, in addition to a number
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of contract workers that varies throughout the ginning season.  The permanent workers would then
focus on quaity control and supervison.

Asfor Misr Ginning, the labor structure is dso divided into permanent and temporary labor. Thetota
number of permanent workersis 928, while contract workers are around 450. The contract labor
category encompasses workers that are hired for most of the year, as well as those hired to work
during the seven-month ginning season only (Sept — March). Totd employment was reduced from
1,360 workersin 1997/98 to 928 in 2000/01. Currently, the totd annua wage bill of the company is
around LE 10 million.

Misr Ginning implemented an early retirement program. At the first stage of the program, 204
employees |eft the company, followed by another group of 58 workers. The remaining reduction in
employment (170) occurred through regular retirement procedures. The company has provided a
rather attractive early retirement package that ranged fromLE 17,000 to 36,000/employee, depending
on thar age and service period in the company. In addition, the company gave each employee LE
2000, aswedl as the monetary vaue of their vacations with a maximum amount of 3 months. Thetota
cost of the early retirement programwas around LE 6.14 milliondivided into 4,714,000 LE for the first
stage and 1,426,000 for the second stage. The ERP was funded through the holding company.

Arabia Ginning implemented its own ERP after privatization. The company has 640 permanent
workers, in addition to 280 seasona ones. No worker was forced to take early retirement; ill, the
company offered anearly retirement package of LE 22,800/worker. Through the ERP, 200 workers
have beenreleased at atotal cost of LE 4.5 million. In 2001, total labor costs stood at LE 6.2 million,
down from LE 7.0 million since 1997.

43 Post-Privatization Perfor mance

The privatization of the Arabia and Nile ginning companies has proven to be a successful exercise,
especidly in the case of Arabia Ginning.  The following section will discuss the post-privatization
improvementsinterms of technical and manageria improvements, competitionand market shares, and
financid performance of the privatized companies.

4.3.1 Technical and Managerial mprovements
Arabia smgority shares are owned by the Modern Nile group with63% of the shares, the Mahmoud

Abu Gharegb Group with 17%, while the Employees Shareholder Association and Unirab have 10%
each. There are 11 board members, where each group of shareholdersis proportionaly represented.

The new ownership of Arabia Ginning has introduced significant technica and managerid changesto
the company, specificaly improving seed-cotton deaning and preparing lint cotton for direct export

11 The number of permanent workers is obtained through interviews with the management of Misr Ginningin
early 2002; therefore, it is slightly different than that reported by MPE for the fiscal year 2000/01.

17



fromgins. At thetime of privatization in 1996/97, the company had 12 gins 8 in the Delta and 4 in
Upper Egypt. By the end of 1999, the new management had sdected 9 gins for mgjor improvements
and intended to close the remaining ones in Damanhour #1, Tanta, and Fayoum. By the end of
February 2002, the company closed the ginsin Smbdawein, Dessouk, and Fayoum. 1n2000/01, the
gin in Dessouk was replaced by a new one in Kafr El-Sheikh and a new gin was established right
outside Fayoum to replace the one that was shut down, while the gin in Damanhour #1 has been
completely refurbished. Thus Arabia Ginning
has atotd of 10 gins currently in operation: 6 in Deltaand 4 in Upper Egypt.

Table 4-1: Employment in Selected Textile & Ginning Companies, 1996/97 - 2000/01

Company No.of Workers % Ave. Wage % Wage Bill (Mil EGP) %

Ginning Companies 1996/97 | 2000/01 | Change | 1996/97 | 2000/01 | Change | 1996/97 | 2000/01 | Change
Delta Cotton Ginning 989 742 -25.0% 8,526 12,737 49.4% 8.43 9.45 12.1%
Misr Cotton Ginning 1,328| 947 -28.7% 6,730 10,648 58.2% 8.93 10.08 12.9%
El Wady Cotton Ginning 827 650 -21.4% 9,632 7,317 -24.0% 7.96 7.00 -12.1%
Subtotal Public Ginning Co. 3,144 2,339 -25.6% 8,296 10,234 23.4% 25.32 26.53 4.8%
Privatized Co.* 7.49
Arabia Ginning 840 640 -23.8% 8,333 6,562 -21.3% 7.00 6.20 -11.4%
Nile Ginning** 710 680 -4.2% - - - -
Subtotal Private Ginning Co. 1550 1,320 -14.8% 8,333 6,562 -21.3% 7.00 6.20 -11.4%
Spinning & Weaving Co.
Misr S& W - Mahala 28,700 | 27,881 -2.9% 5,898 7,447 26.3% 169.27 207.62 22.7%
Nasr S&W - Mahala 8,133 6,218 -23.5% 5,000 7,252 45.0% 40.66 45.09 10.9%
Shebin EI-Kom S&W 7,456 | 6,002 -19.5% 7,234 9,535 31.8% 53.93 57.22 6.1%
Delta S& W 6,628 | 5,038 -24.0% 4,633 5,742 23.9% 30.70 28.92 -5.8%
Misr Helwan S&W 10,547 | 6,208 -41.1% 5,448 6,433 18.1% 57.46 39.93 -30.5%
El Seyouf S&W 5845| 4,826 -17.4% 4,686 6,393 36.4% 27.38 30.85 12.7%
Mit Ghamr Spinning -1 2,350 - 11,676 27.43
Sharkeya S& W 3,907 2,181 -44.2% 3,898 5,430 39.3% 15.22 11.84 -22.2%
National S&W 4,085| 2,662 -34.8% 4,806 7,014 45.9% 19.63 18.67 -4.9%
Middle Egypt S& W 5041| 2,640 -47.6% 4,123 5,955 44.4% 20.78 15.72 -24.4%
Port Said S& W 1,379 1,154 -16.3% 6,843 9,319 36.2% 9.43 10.75 14.0%
Kom Hamada S& W -| 2,078 - 6,271 13.03
El Mahmoudeya S& W - 1,279 - 6,704 8.57
Menya El Kamh S& W - - - -
Misr Fine Spinning-Kare El Dawar 21,852 15,203 -30.4% 4,847 6,829 40.9% 105.91 103.82 -2.0%
Damietta S& W 4,355| 3,996 -8.2% 5,206 6,544 25.7% 22.67 26.14 15.3%
Dakahlia S& W 7,909 3,440 -56.5% 5,068 6,871 35.6% 40.08 23.63 -41.0%
Upper Egypt S&W 6,150| 3,568 -42.0% 4,570 6,494 42.1% 28.10 23.17 -17.5%
Al Nasr Wool-STIA 6,007 4,977 -17.1% 6,086 8,800 44.6% 36.55 43.79 19.8%
Subtotal public Textile Co. 127,994 | 101,701 -20.5% 5,223 7,262 39.0% 677.77 736.19 8.6%
Privatized Co.*
Alex.S&W? 3,569 | 3,395 -4.9% 3,600 12.22
KABO*** 5400( 4,800 -11.1% 4,563 24.6
UNIRAB? 7550 7,470 -1.1% 5,375 4,500 -16.3% 40.60 33.60 -17.2%
Subtotal Privatized Textile Co. 16,519 ] 15,665 -5.2% 4,969 4,050 -18.5% 65.24 45.82 -29.8%

Source: MPE

Notes: * The data for privatized companies was obtained through interviews. The data reported here is for permanent

workers.




** Figure for Nile Ginning are for 1999/2000 to March, 2002
*** The figures report employment at the time of privatization until March, 2002. Average wage corresponds to

the1995/96 figure.

& Employment figures refer to May, 1998 and June, 2001 and were obtained through MVE spinner surveys. Wages
in 2001 refer to salaries only and do not include any other bonuses or benefits.

Table 4-2: Achievements of Early Retirement Program, 1996/97-2000/01

Estimated Total ERP |[Annual savings
Company No. Workers % ERP | Cost/Worker Cost after ERP

Ginning Companies 1996/97 ERP*
Delta Cotton Ginning 989 73 7.4% 23,288 1,700,000 700,000
Misr Cotton Ginning 1,328 262 19.7% 23,382 6,126,206 1,000,000
El Wady Cotton Ginning 827 0
Sub-Total Public Co. 3,144 335 10.7% 23,335 7,826,206 1,700,000
Privatized Co.
IArabia Ginning 840 200 23.8% 22,800 4,560,000 1,312,400
Nile Ginning 710 5 0.7% 23,288 116,440 32,810
Sub-Total Privatized Co. 1,550 205 13.2% 23,044 4,676,440 1,345,210
Sub-Total Ginning Industry 4,694 540 11.5% 23,190, 12,502,646 3,045,210
Spinning & Weaving Co.
Misr S& W - Mahaa 28,700 0
Nasr S&W - Mahala 8,133 300 3.7% 18,333 5,500,000 2,175,600
Shebin El-Kom S&W 7,456 517 6.9% 22,369 11,565,000 4,929,595
Delta S& W 6,628 789 11.9% 22,940, 18,100,000 5,100,000
Misr Helwan S& W 10,547 2,899 27.5% 21,9731 63,700,000
El Seyouf S&W 5,845 0
Mit Ghamr Spinning** 2,852 502 17.6%9 23,506/ 11,800,000 1,800,000
Sharkeya S& W 3,907 690 17.7% 23,188 16,000,000 3,200,000
National S&W 4,085 602 14.7% 23,807| 14,332,055 4,222,428
Middle Egypt S& W 5,041 1,851  36.7% 15,883 29,400,000 10,000,000
Port Said S&W 1,379 0 0.0%
Kom Hamada S&W - 0
El Mahmoudeya S& W - 0
Menya El Kamh S&W - 0
Misr Fine Spinning-Kare El Dawar 21,852 1,172 5.4% 24,793 29,056,836 8,003,588
Damietta S& W 4,355 0 0.0% 0
Dakahlia S&W 7,909 503 6.4% 25,050 12,600,000 2,800,000
Upper Egypt S&W 6,150 1,062, 17.3% 19,115/ 20,300,000 9,000,000
Al Nasr Wool-STIA 6,007 0 0.0%
Privatized Co.
Alex.S&W 3,200, 0 0.0% 0
KABO 5,400 0 0.0% 0
UNIRAB ng n/a ng ng
Sub-Total Textile Co. 139,446 10,887, 7.8% 21,905 16,596,707 51,231,211
Total/Average 144,140 11,427 7.9% 22,547 29,099,35 54,276,421,

3

Source: MPE 2001, SWRMC HC Report, 2001, and MVE interviews.
* Cumulative No. of Workers since the beginning of the privatization program.

** Total number of workers are estimated for June, 2000.
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At nineof itsgins Arabia hasingaled bothfixed seed cotton opening tables and the conveyor system,
which vibrates the seed cotton to get rid of dust and dirt. Intwo gins Arabia hasingaled pneumatic
suction systems and automeatic stand feeding systems. In addition, Arabiahasingdled new gin stands
imported from Indiain three of itsgins. The new stands, with new rollers, are more productive than
the old stands and have the advantage of saving energy, asther power consumption is 15% less than
traditional stands. Arabiastarted using the new equipment in 1997/98 with only 8 stands; it then began
toimport the rollersonly and fabricate the standslocaly. Currently, Arabiahas 144 standswith Indian
rollers and is planning to gradudly replace dl of itsequipment. The price of the each stand isonly 60%
of that of the English (Platt) stands induding custom duties. By taking out a loan a 8% when the
exchange rate was $1=3.43, Arabia has benefitted fromthe low interest rate aswell asthe gppreciating
dollar. Dollars earned by exporting lint (through &ffiliated company Modern Nile) can be converted
a ahigher rate into Egyptian pounds, effectively making the loan in LE lower cost.

Arabia has dso introduced full mechanized feeding of ginning standsintwo of itsgins. Indl other gins,
mechanized feeding hasbeen partidly implemented. The new feeding technique has proved to be more
efficient, asit increased output by 35% per unit of time.

Inorder to ensurethe qudity of ginned cotton, the new management of Arabia has established aqudity
control department to review ginning operations at each gin, where a qudity control inspector is
gationed. The ingpector is responsible for ensuring the quaity of cotton at every stage, sarting from
receiving the cotton until the proper completion of the ginning process

Given the location of gx of Arabia s gins in the Delta, where export varieties are planted, the new
management has ingtaled new UD bale presses to export cotton directly from those gins. Thisnew
pressing system reduced costs of shipping and pressing below those a the Egyptian Pressing Co. in
Alexandria, which has been the standard facility to press Egyptian cotton for export. Cotton is now
pressed into smaler and denser baes than the traditiona ones, which reduces export shipping costs.
Arabia has modified the Szes of its bales to conform with the internationd standard bale sizes and
maximize the quantity of cotton shipped per container, as the UD baes are denser thanthe larger less
dense Egyptian bales. In addition, Arabia— aswdl as Nile Ginning — contribute to reducing costs for
other exporters, asthey provide repressing servicesfor LE 8 — 11/1k, whichis considerably lower than
the repressing charge of LE 19.5/k in Alexandria. The provision of this service a a lower rate by
Arabiaevenled the Alexandria Pressing Co. to cut itsfeesconsiderably. Fobbing costs have dropped
from 17 cents/Ib. to 10 cents/lb., largdly at the expense of the pressing company’ smargins'?. Note that
industry sources estimate that about two-thirds of the Egyptian exports are pressed a gins into UD
baes, up from nothing in 1996/97 and smal volumesin the late 1990s.

Nile Ginning hasthe same ownership structure after privatizationas Arabia inthat 90% of itssharesare
privately owned and the remaining 10% are owned by the employeesharehol der association. Although
the improvementsat Nile Ginning have not matched the scale of those of Arabia Ginning, they can il

12 Fobbi ng costsinclude all the ex-gin costs of transport, pressing, and port handling to the point of export
shipment.
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be considered maor. Since privatization, Nile Ginning has equipped three of its gins with UD bde
presses and with farfarra facilities to prepare cotton for export.
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4.3.2 Competition and Market Share

Given the excess capacity inthe indudtry, ginning activity isnot a very profitable activity. The*officid’

ginning fee has been fixed a& LE 18.5/k snce 1998/99 and companiestry to capture market share by
offering other services, such as transport rebates. Public sector companies are not concerned about
meking profits as much as they seek to capture market share in order to cover ther fixed costs and
minimizelosses. Onthe other hand, given the excess capacity in theindustry, private companiesacquire
cogt-minimizing technology to improve qudity and maximize profits.

Companiesinthe ginningindustry cannot openly compete on price, asthereisan ‘officid’ ginningrate
of LE 18.5/Ik. However, public sector companies often extend discountsin the form of transportation
rebates of LE 2-3/Ik and sometimes those rebates can be as high as LE 7/1k, as reported by one
informant. Private ginning companies cannot extend such generous cuts in rates, as they have to
maximize profits and recover the cost of their new investments. They can only compete by providing
better services and qudity. In this regard, Arabia has made significant improvements with its
invesments in the new Indian ginning machines that can actudly improve the cotton quaity by 3/8 of
a grade, whichis worth LE 18/lk, which is virtualy the ginning charge. Mogt trading companies,
however, especidly those supplying domestic spinners, are more eager to get a cut in ginning charges
rather than improve the qudity of the ginned cotton. Exporters, on the other hand, are interested in
increasing the grade of ginned cotton.

Withregardsto ginningindustry shares, the private sector market share has been stable over the entire
period from 1997/98 — 2000/01. Moreover, the privatized companies, Arabiaand Nile have retained
roughly the same market share as before privaization. The stability of market share may reflect,
however, the tagnation of the ginning industry rather thanthe ability of private companies to compete
witheach other and withthe public companies. Moreover, the existence of public ginnersinthe market
introduces indtitutional factors that affect the market other than price and qudity of service. These
factors incdlude adminidrative alocation of public gins market shares, fixed ginning charge, and
limitations on dedlings withthe private sector. For instance, it is reported that public trading companies
were ordered by the HC not to deliver their cottonto private companiesin 2001/02. Thisresulted in
the decline of market shares of the privatized companies to 33.2% this year from 41.6% in 2000/01,
while individua ginning companieswitnessed a decline inmarket share of 4.2% for Arabia Ginningand
4% for Nile Ginning.

4.3.3 Financial Performance

In addition to the limited number of companies that have been privatized, detailed and accurate
informationabout the financid performance of the privatized companiesishard to come by. Itisrather
difficult to have access to acomplete set of financial data before and after privetization to assess its
impact on the companies. However, from the data available, the positive impact of privetization can
be seen.

Apart fromthe technical improvementsthat new private management of Arabia Ginning hasintroduced,
the company’ sfinandd performance hasa so noticesbly improved. In 1995/96, which isthe last year
of public ownership of Arabia, the company was making a net income of LE 6.9 million and a short
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while after privatization, the company’ s profitsincreased by over a million pounds and reached LE 8.7
million in 1997/98. The comparable level of profits perssted into 1998/99, when the company’s net
income tood at LE 8.3 million. (See Tables 4-3 and 4-4 for the financia performance of textile and

ginning companies)

Nile Ginning, however, hasnot improved itsfinanad performance as much as Arabiahas. In fact, net
income declined by 18% inthe year immediady following privatization. Unfortunately, the MV E Unit
did not have access to more recent financid data for Nile Ginning to assess its current financia
performance.

With regards to the remaining public companies, their financid performance has generaly declined; as
the net incomesfor Deltaand Misr, the largest ginning companies, have actudly declined by more than
22% and 30%, respectively, over the period 1995/96-2000/01. El-Wadi Ginning, on the other hand,
has impressively shifted from making losses of LE 1.9 million to making profits of LE 4.2 million over
the same period of time. See tables 5-4 and 5-5 on the financid performance of public and privatized
ginning companies
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Table 4-3: Financial Performance for Textile and Ginning Companies, 1995/96 to 2000/01

c Earnings before Interest and Taxes(EBIT) Net Income Total Assets Liabilities Net Equity
ompan

pany 95/96 97/98 | 2000001 | 95/9 | 97/98 | 2000001 | 95/96 | 9798 | 2000001 | 95/96 | 97/98 | 2000001 | 95/9% | 97/98 2000101
Ginning Companies
Delta Cotton Ginning 8554 | 20,045 | 9,517 8,207 | 12,508 6339 | 87207 | 128878 | 139025 | 45686| 67689 | 47,692 | 41521 | 61,189 53248
Mis Cotton Ginning 6,515 | 24907 | 6,664 5797 | 12137 | 4040 | 103608 | 188930 | 149858 | 54506 131,555| 55042 | 49,082| 57,375 64,447
El Wady Cotton Ginning (1289)| 22098 | 9341| (1987)| 9133 | 4200 | 38,733 | 143646 | 74750 | 23046| 118150 | 23931 | 15687 | 25487 29131
Privatized Co.
Arabia Ginning® 7718] 9,004 989 6,956|  8,734|  8338| 34777| 40597 44007 1438 6666| 3L810| 30074| 28234 27,518
Nile Ginning® 14258 9898 9,057 7,379 301,881 231,182 70,699
Spinning & Weaving Co.

. 1,707,14 1,003,02
Misr S&W - Mahala 43487 | 60070 | (64854)| 9500 | 23453 | (142609 | 1102738 | 1,011,203 o s2a387| 703,509 2| 278351 | 307,604 90,705
Shebin El-Kom S&W 25624 | 30034 | 14082 | 13857 | 24,274 | 10000 | 38L477 | 378911 | 457,598 | 264511| 236,878 | 143,769 | 116,966 | 142,033 147,564
Delta SEW 1395 | 13477 | (26438)| (10114)| 2964 | (38573)] 209,303 | 212,032 | 267,967 | 181548| 195131| 174916 | 27,755| 16,901 (20,399)
Mis Helwan S& W (202:316)| 239,985 | (41,066)| (203357)| 173502 | (128962) | 254600 | 153759 | 300,039 1'048'282 916,174 1'172"?21 (793% (762'41§ (1,054,087)

(114,40 (205,468

El Seyouf S&W 24493)|  (7999)| (36747 (54073 (29532)| (74210)| 194934 | 160312 | 207,057 | 309335| 365780 | 810,160 ) ) (375,847)
Mit Ghamr Spinning 50022)| (18277) (120'%()’ (48,910) 127,438 | 151,203 201,387 | 309,225 (163'9‘“; (250,775)
Sharkeya S&W (7832)| 11504 | (13466)| (31196)|  (761)| (24743)| 205139 | 102,645 | 201,177 | 270,090| 150,783 | 175565 | (64951)| (48,138) (99,962)
National S&W @2,780)| (a134)| @7357)| (78700)| (78785)| (131625) | 143757 | 112375 | 162178 | 453902| 573850 | 858,446 (310'15‘)‘ (461'475) (779,847)

) (249,01| (326,570
Middle Egypt S&W 14502)| 61982 | (18144)| (60,691 19279 | (69,158) | 165664 | 133310 | 161,043 | 414682| 459880 | 573,142 ) ) (530,628)
Port Said S&W @450)| (2867)| (8688)| (14939)| (7.956)| (9.724)| 6L683 | 51628 | 68L,660 | 8L740| 91281 75925 | (20057)| (39,653) (@7,797)
Kom Hamada S& W (8,741) (8,795) 50,844 40372 (12,460)
El Mahmoudeya S& W (5,925) (5,927) 14,153 20433 (11,868)
Menya El Kamh S&W 8815 | (2551 w7as)| (18823 95429 | 154,200 144233 | 165656 (48:804) (47.817)
Mist Fine Spinning-K afr £l Dawar (58,768)| (61,037)| (115519 (178263) (189'9; (252,780) | 963240 | 712,053 | 937,195 1'167'%0 1’315'220 1'700'242 (203'78? (603'15()’ (1,243,725)
Damietta & W @.770) 47| (19118)| (19.164)| (29884)| (69.456) | 296150 | 272,086 | 352021 | 252893| 292163 | 389,820 | 43266 | (20077) (165,027)
Dakahlia S& W (50833)| 28916 | (21.881)| (79.962)| 8361 | (56,777)| 317465 | 312,128 | 415580 | 413,173| 359,112 | 444,874 | (95707)| (46984) (141,403)
Upper Egypt S&W 65420)| (5438)| (12988)| (0932)| @0977)| (oe7y)| 97340 | 99230 | 217109 | 10651| 28851| 419715 (112'% (323,637)
Al Nast Wool-STIA 28232 | 18370 |  (4346)| 25000 | 13,300 | (15946)| 326,000 | 346,621 | 386952 | 232,632| 244,812 | 209,335 | 94,268 | 101,809 46,047
Privatized Co.
Alex S& W
KABO 28595| 9186 22638 7676 100477| 3109267 o 141428 138925] 155,358
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UNIRAB¢ 32,500| 10,170| | 17,144| 10,142| | 242,157| 801,864| | 306,531| 612,385| | 166,043| 189,479|

Source: MPE

EBIT=Net Income+Taxes+I nterest Payments.

@ The most recent financial data available for Arabia corresponds to June, 99, which is used instead of June, 2001.

® Financia figures for Nil Ginning corresponds to the calender years 1997 and 1998. Nile Ginning was privatized in July 1997; however, the only data available on performance before privatization is
for the calender year 1997. The year 1998 is the first year of private operations. Therefore, figures for 1997 are used instead of 1995/96 and figures for 1998 instead of 1997/98

¢ For 200/01 data, Liabilities are caculated as the sum of current liabilities and total bank loans. Other liabilities may exist and were not included in this variable. For privatized companies, Total Liabilities
refer to bank loan only, except for UNIRAB in 97/98 and Arabia Ginning in 98

4For UNIRAB in 97/98, Total Equity is used instead of Net Equity
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Table 4-4: Change in Financial Performance in Textile and Ginning Companies,

1995/96 to 2000/01
Earnings before I nterest and Taxes (EBIT) Net Income (Profit/loss)
Company 95/96 97/98 % change96-98 | 2000/01 %¢change 98-01 95/96 97/98 % change96-98 | 2000/01 %change 98-01 95/96
Ginning Companies
Delta Cotton Ginning 8,554 20,045 134% 9,517 -52.5% 8,207 12,508 52.4% 6,339 -49.3% 41,521
Misr Cotton Ginning 6,515 24,907 282% 6,664 -73.2% 5,797 12,137 109.4% 4,040 -66.7% 49,082
El Wady Cotton Ginning -1,289 22,998 9,341 -59.4% -1,987 9,133 4,200 -54.0% 15,687
Total Average 13.780 £2.950 393% 25522 =62.4% 12017 33778 181.1% 14579 -26.8% 106290
Privatized Co.
Arabia Ginning* 7,718 9,094 18% 9,894 8.8% 6,956 8,734 25.6% 8,338 -4.5% 30,974
Nile Ginning® 14,258 9,898 -31% 9,057 7,379 -18.5%
Total Average 21,976 18,992 -14% 8.8% 16,013 16,113 0.6% -4.5%
L Spinning & Weaving Co.
Misr S& W - Mahala 43,487 60,070 38% -64,854 9,500 23,453 146.9% -142,609 278,351
Shebin El-Kom S& W 25,624 30,034 17% 14,082 -53.1% 13,857 24,274 75.2% 10,000 -58.8% 116,966
Delta S& W 1,395 13,477 866% -26,438 -10,114 2,964 -38,573 27,755
Al Nasr Wool-STIA 28,232 18,370 -35% -4,346 25,000 13,300 -46.8% -15,946 94,268
Sub-Total 98,738 121951 24% -81,556 -166.9% 38,243 63,991 67.3% -187,128 -392.4% 517,340
Misr Helwan S& W -202,316 239,985 -41,066 -203,357 | 173,502 -128,962 -793,619
Nasr S&W - Mahala -25,813 -75,247 -119,090
El Seyouf S& W -24,493 -7,999 -67% -36,747 359.4% -54,073 -39,532 -26.9% -74,210 87.7% -114,401
Mit Ghamr Spinning -50,022 -18,277 -63.5% -120,600 -48,910 -59.4%
Sharkeya S& W -7,832 11,504 -13,466 -31,196 -761 -97.6% -24,743 3151.4% -64,951
National S&W -22,780 -14,134 -38% -17,357 22.8% -78,700 -78,785 0.1% -131,625 67.1% -310,145
Middle Egypt S& W -14,502 61,982 -18,144 -60,691 19,279 -69,158 -249,018
Port Said S& W -8,451 -2,867 -66% -8,688 203.0% -14,939 -7,956 -46.7% -9,724 22.2% -20,057
Kom Hamada S& W -8,741 -8,795
El Mahmoudeya S& W -5,925 -5,927
Menya El Kamh S& W 8,815 -2,551 -1,744 -18,823 979.3%
Misr Fine Spinning-Kare El Dawar | -58,768 -61,037 4% -115,519 89.3% -178,263 | -189,926 6.5% -252,780 33.1% -203,768
Damietta S& W -3,770 447 -19,118 -19,164 -29,884 55.9% -69,456 132.4% 43,266
Dakahlia S& W -50,833 28,916 -21,881 -79,962 8,361 -56,777 -95,707
Upper Egypt S& W -6,540 -5,438 -17% -12,938 137.9% -29,932 -39,977 33.6% -50,871 27.3% -112,574
Average /total -400,285 210,152 -366,231 -750,277 | -308,023 -58.9% 1 O?G; 08 233.1% 5 %0 064
Privatized Co
Alex.S&W
KABO 28,595 9,186 -68% 22,638 7,676 -66.1% 138,925
UNIRAB* 32,500 10,170 -69% 17,144 10,142 -40.8% 166,043
Total Average 61,095 19,356 -68% 39,782 17,818 -55.2% 304,968
Source: MPE

EBIT=Net Income+Taxes+Interest Payments
2 The most recent financial data available for Arabia corresponds to June,1999, which is used instead of June, 2001
Financial figures for Nil Ginning corresponds to the calender years 1997 and 1998. Nil Ginning was privatized in July 1997; however, the only data
available on performance before privatization is for the calender year 1997. The year 1998 is the first year of private operations. Therefore, figures for 1997 are
used instead of 1995/96 and figures for 1998 instead of 1997/98
¢ For 200/01 data, Liabilities are calculated as the sum of current liabilities and total bank loans. Other liabilieties may exist and were not included in this
variable.
For privatized companies, Total Liabilities refer to bank loan only, except for UNIRAB in 1997/98 and Arabia Ginning in 98
YFor UNIRAB in 1997/98, Total Equity is used instead of Net Equity




5. PRIVATIZATION OF SPINNING COMPANIES

51  Privatization Achievements

The privatization program in the public sector textile companies has progressed rather dowly. The
privatization achievements to date in this sector are as follows: three companies were mgority sold
through the stock market (Unirab, Alexandria Spinning & Weaving, and KABO), one company was
s0ld to ananchor investor (Bolivara), and another wasliquidated (Cairo SiIK). In addition, production
units were leased through long-term contracts in four companies: Sharkia S& W (Menya €-Kamh),
Industrid Shops for Cotton (refurbished factory — DIP Egypt), Dakhahila Spinning & Weaving (RMG
Aga factory) and Cairo for Dyeing (dyeing and fibers factory). In addition, the SWRMC-HC
negotiates and implements contracts withinternationd management firmsfor Misr-HelwanS& W, Nasr
S&W in Mahala, Shourbagy, and Misr for Artificia Silk. See tables 5-1a and 5-1b for the
achievements of privatization in the cotton subsector.

Table 5-1a: Sale and Share Data for Privatized Ginning and Textile Companies

Sale Value
Sold% (Million L.E) Dateof Final
Current Approval to
Selling Selling Private HC Private Law 159
Company Date Method Sector | ESA | Share [ Sector [ ESA | Total Status
Arabia Ginning 09/01/96 | Stock Market | 90.0% | 10% 82.3 4.8 87.1 12/21/96
Nile Ginning 01/01/97 | Stock Market | 90.0% | 10% - 274.8 20 294.8 712797
UNIRAB 94/98 | Stock Market | 60.4% | 6.9% [ 32.7% 103 122.7 | 225.7 5/5/97
Alex. Spinning & Weaving 95/98 | Stock Market | 94.6% | 5.4% - 77 54 | 824 -
KABO 11/06/97 | Stock Market | 93.0% 7.0% 196.9 196.9 5/18/96
Bolivara 6/30/97 Anchor 100.0% 328 328
Investor
Cairo for Silk Textiles 01/07/98 Liquidated

Source: MPE, Privatization Achievements, December 31, 2001.

Privatizetion in the textile indusiry started in 1994, when the HC sold 8.5% of its shares in the United
Arab for Spinning & Weaving (UNIRAB) through the stock market. Later in early 1997, the HC
floated an addition21.7% of the shares. The status of UNIRAB was transferred to that of aLaw 159
company inMay 1997. The current structure of shareholdersisasfollows. HC (32.7%), ESA (6.9%),
and private individuds (60.4%) through the stock market.

Asfor KABO, the HC sarted sdlling shares in 1995, when 8.15% of the shares were sold to the
public, hencethe HC's ownership fell from its origina level of 78% to 69.85%. Leater in June 1997,
the HC sold all of its shares, except for 7% that it dill holds. Currently, investment funds, banks, and
private individuas own 93% of the shares; of whichthe Samir Riad Group owns a significant portion,
whilethe HC dill keepsits 7% of shares. Theexact breakdown of shareswithin the private sector was
not available at the time of writing this report.
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Table 5-1b: Date and Value of L eased Textile Companies

Book-Value of
Leasing | Leased Asset | Annual Rent | Contract
Company L eased Units Date (Million LE) (Million LE) Period L essee
Dakhalia Spinning & Aga Factory 05/08/97 - 156 5Years |Egyptian-
Weaving Taiwanese Join-
Venture
Industrial Shops for New Factory 10/15/97 Uss 10 Years |DIP-Egypt
Cotton (ESCO) 750,000+3% of
FOB Sde
Sharkia Spinning & Menya el- 07/01/99 44.73 9.00 5Years |Private
Weaving Kamh Entrepreneur
Cairo Dyeing Dyeing and 10/01/99 2.00 1.96 5Years
Fibers
Factories

Source: MPE, Privatization Achievements, December 31, 2001

Alexandria Spinning & Weaving was fird offered for sde in December 1994, whenthe HC sold 10%
of itssharesto individuds and invesment funds. Later in June 1997, the company wasfully privatized;
the private sector owns 94.6% of the shares and ESA controls 5.4%. The approximate current
gructure of sharesis asfollows KABO (54%), Mig Insurance (20%), individuas (20%), and ESA
(5.4%)

Given Bolivara s poor financid gtuation, the HC trandferred its equipment and its labor force (880
workers) to Unirab. Following thistransfer, the HC was able to sel off Bolivara sfacilities as empty
land, which was a good source of liquidity to the HC, as the company was within the city limits®3,
Fndly, Cairo SIk Company wasliquidated in July 1998 and itsemployeesweretransferredto the HC.

Until June 2000, there existed 37 companies afiliated to three holding companies; the Spinning &
Weaving and Ready-Made Garments, Textile Manufacturing & Trade, and Cotton & International
Trade. The three textile holding companies were merged under one company, which is the Holding
Company for Cotton, Spinning & Weaving and Ready-Made Clothes (SWRMC). Thismerger took
place to facilitate the coordination and implementation of restructuring activities aming at privaizing
textile companies. At the time of the merger, the newly formed HC had 37 affiliated companies. As
aresult of areorganization process that included merging and splitting some affiliated companies, the
SWRMC Holding Company currently has a portfolio of 39 companies; of which 29 are involved in
spinning and weaving and the other 10 companies' are ginning, trade and pressing companies.

13 tisironic that the HC permitted Bolivaraland to be sold off when this has not been allowed for ginning
companies.

14 The 10 non-textile companies included 3 ginning companies, 6 trading companies, and the Alexandria Pressing
Company.
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5.2  Performance of Textile Companies®™

The overal performance of the SWRMC-HC has been deteriorating over the past fiveyears. InJune
1997, revenues of the HC were morethan LE 6.3 hillion and by June 2001, current revenuesdeclined
to LE 2.9 hillion, whichrepresents anomind decline of 53.9% fromthe 1997 figure. The sameistrue
for total revenues, which stood at LE 7.8 billionin June 1997 and declined by 51.3% to reach LE 3.8
billioninJune 2001. Earnings before taxes for profit meking companies filiated withthe HC declined
from LE 2.4 million in 1997 to 1.1 million in June 2001, which represents a decrease of 54%. Loss-
making companiesincurred increasing losses over the five-year period. InJune1997, their losseswere
LE 1.3 hillion, which increased to LE 1.7 hillion in June 2001, i.e. losses increased by 30.7%.
Accumulated losses continued to mount from LE 5.2 billion in 1997 to LE 9.6 billionin 2001. Bank
loans have adso been mounting for thelast 5 years. Long-tem loans have increased by 77% from LE
1.3 hillionin 1997 to LE 2.3 hillionin June 2001. An important point to note is that the financid
performance of the SWRMC-HC has been deteriorating at anincreasing rate over the past five years,
i.e. losses have been accumulating more rapidly in recent years. In other words, the financia
performance of public sector textile companiesis actualy worsening over time.

The previous figures reflect the financid Stuation across the whole SWRMC-HC; however, it is
enlightening to digtinguish between textile companies (29 ACs) and other cottonand trade companies
(10 ACs). It is dso important to distinguish within the 29 textile companies, between cotton-related
and non-cottonrelated textile ACs.  Such distinction would paint a clearer picture about the source of
financid burdens and losses within the SWRMC-HC.

In the annud report presented to the board of the SWRMC-HC at the close of 2000/01 FY, the HC
identified interest payments and wages for redundant labor to be the main sources of losses and the
continued poor financid performance in the ACs. Excluding the non-textile companies, the HC was
burdened by LE 1 billion of accumulated interest paymentsin June 2001, up from dightly lessthanLE
900 million in 2000. In addition, the burden of redundant |abor wagesis up 4.4% fromLE 226 million
in 2000 to LE 236 million in 2001, with higher sdlaries offsetting lower number of workers.

Comparing thesefigureswith those for al &ffiliated companies'®, we notethat accumulated interest for
the non-textile companies hascons derably declined by 170 millionfromaround LE 500 millionin2000
to around LE 330 million in 2001, while the interest burden for the 29 textile companiesincreased by
amog LE 119 million from June 2000 to June 2001.

15 Data obtained from MPE.

16 Discrepancies between the SWRMC-HC annual report and the M PE report exist; however, the figures can
definitely provide reasonably accurate information about the relative importance of different types of companies
for the HC' s debt and interest burden. Thetotal interest payment burden obtained from MPE report shows that
for al 39 companies, the HC was burdened by LE 1.34 billion in 2001 and 1.39 billion in 2000. Whilethe HC
annual report shows that for the 29 textile companies, accumulated interest stood at over LE 1.01 billion in 2001
and around 900 million in 2000. Thus the difference between the two sources provides the interest burden for
the 10 non-textile companies.
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Leaving the nontextile companies out of the andyss for now and focusing on the cotton and non-
cottontextile companies, we notethat theinterest burdenfor dl 29 companies, hasincreased by 13.3%
between June 2000 and June 2001. Thisincrease comesasaresult of the hikein accumulated interest
burdenfor the cotton-textile companies, which increased by 20.5%, sincethe accumulated interest for
the non-cotton textile companies actudly declined by 3.4%.

The second source of financid burdens that drains the resources of the effiliated companiesis the cost
of redundant labor. Although the wages of redundant Iabor were only 4.4% higher than in 2000, this
amd| change masks the fact that the increase in wages for redundant labor was actudly 17.6% for
cotton-textile companies. On the other hand, there was a decrease in this burden by 18.1% for the
non-cotton textile companies.

Inorder to reduce the burden of redundant |abor, the HC must implement an early retirement program.
The HC studied the needs of each efilisted company and estimated the cost of an ERP in each
company. The HC reported that 26 companies have redundant [abor amounting to 43,367 workers,
which is 32.4% of the current labor force in those 26 textile companies. The totad cost of the ERP
would be close to LE 976.9 million,*” more than haf (61.4%) of which is estimated to release the
redundant workers in the cotton-textile companies. See table 5-2 for the redundant labor and the
estimated cost of ERP in each affiliated company.

Giventhe previous observations, it is safe to conclude that the main source of drainage on the resources
of the SWRMC-HC is actualy the cotton-textile companies, which are the ones that are hardest to
privatize. Infact, some informants noted that the HC could actudly privatize the ginning companies if
it decided to. However, it isnot very eager to do so, as ginning companies are among the few profit-
meaking companies within the portfolio of the HC. For the financid data for ginning and cotton-textile
companies, seetables 4-3 and 4-4.

It would be informative to assess the performance of public companies over time. In tables 4-3 and
4-4 that show the finendal data for the SWRMC-HC, 19 companies are included. Those are the
companies whose man activity is spinning and weaving of cotton or cotton blends. For those 19
companies, only 4 are considered to be profit making, snce they made positive earnings between
1995/96-1997/98, while the rest have incurred losses over the same period. During this period, the
profit-making companies increased their earnings and profits by an impressive 23.5% and 67.3%
respectively, mogtly due to the legp in the earnings figures for Delta Spinning and Weaving and profits
of Mis-Mehalla S&W.

By 2001, 3 out of the 4 profitable companies have redlized negative earnings and profits; only Shebeen
El-Kom continued to make positive earnings; however, its earnings and net income decreased by
53.1% and 58.8% respectively. Net equity stayed positive for all 4 companies between 1995-2001,
except for Delta S& W in 2000/01.

7 This would lead to an average ERP payment of LE 23,409/worker.
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Table5-2: Redundant Labor and Estimates of the Cost of an ERP in the SWRMC-HC, as

of June 2001
Company Total | Optimum |Redundant | % Cost of Total Cost of
Labor* | Labor L abor ERP/Worker | ERP (*000)
Cotton-Textile
Misr-Helwan 6,216 3,635 2,581 41.5% 35,180 90,800
Dakahlia S& W 3,508 3,508 0| 0.0% 0
Meet Gharm S& W 2,400 1,999 401| 16.7% 23,691 9,500
Sharkia S& W 2,816 2,316 500| 17.8% 30,000 15,000
Misr-Kafr El-Dawar 16,882 11,176 5,706 33.8% 19,979 114,000
El-Seouf 5,182 2,658 2,524 48.7% 20,206 51,000
Ahlia S&W 3,512 1,412 2,100( 59.8% 20,286 42,600
Port-Said S& W 1,208 700 508| 42.1% 20,000 10,160
Kom Hammada S& W 2,148 1,000 1,148| 53.4% 20,000 22,960
Mahmoudia S&W 1,343 700 643 47.9% 20,000 12,860
Nasr Wool-STIA 4,986 3,500 1,486| 29.8% 20,000 29,720
Upper Egypt S&W 3,880 2,380 1,500| 38.7% 20,000 30,000
Middle Egypt S&W 3,797 2,587 1,210 31.9% 18,182 22,000
Shourbagy 2,100 1,690 410| 19.5% 17,073 7,000
DeltaS&W 5,239 3,739 1,500| 28.6% 20,000 30,000
Misr-Mahala S& W 28,133 23,633 4,500 16.0% 20,000 90,000
Shebeen EI-Kom S&W 5,746 4,621 1,125| 19.6% 20,000 22,500
Sub-Total 99,096 71,254 27,842| 28.1% 21,537 600,100
Non-Cotton-Textile
Artifidd Slk 7,213 3,542 3,671 50.9% 32,770 120,300
Estern Co. for Cotton & 2,405 1,781 624 25.9% 22,436 14,000
Linen
Cairo Dying & Finishing 622 0 622| 100.0% 20,900 13,000
MahdaDying 7,620 3,721 3,899| 51.2% 19,877 77,500
Beda Dying 5,172 3,629 1,543 29.8% 29,812 46,000
Wooltex 4,344 2,644 1,700{ 39.1% 21,553 36,640
Spinning Equipment 578 462 116| 20.1% 20,000 2,320
Goot Products 2,691 1,841 850| 31.6% 20,000 17,000
ESCO 4,086 1,586 2,500| 61.2% 20,000 50,000
Sub-Total 34,731 19,206 15,525 44.7% 23,039 376,760
Grand Total 133,827 90,460 43,367 32.4% 22,288 976,860

Source: SWRMC-HC Report to the Board
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* Discrepancy may occur between these figures and those obtained from M PE and presented in the table
Achievement of ERP

Asfor the loss making companies, their earnings went from negative (LE -400 million) to positive
(LE 210 million) between 1995/96 to 1997/98, largely because Misr-Helwan S&W went from
making negative earnings of over LE 200 million to making positive earnings of close to LE 240
million. By contrast, from 1997/98-2000/01, they went back to redlizing negative earnings of over
LE 366 million. Net income followed a Smilar pattern over time, as losses decreased by almost
59% until 1997/98, but sharply increased again by over 200% between 1997/98 and 2000/01. Net
equity stayed negative over the Six-year period in question; however, it decreased by 44% between
1995/96-1997/98 compared to 86% between 1997/98-2000/01.

The generd observation to make about the performance of textile companies over the period
1995/96-2000/01 isthat performance was muchbetter and evenimproved insome casesinthe first
hdf of this time frame (1995/96-1997/98), but that it deteriorated seriousy from 1997/98 to
2000/01. Thisis especidly true for public companies, sSincethe profit-making ones started to show
losses. Unfortunatdy, there is not enough information available for the privatized companies to
compare performance over the 1997/98-2000/01 period. However, net equity increased by 13%
for privatized companies compared to 9.9% for the profit-making public companies between
1995/96-1997/98, which may suggest better initid performance by privatized companies.

The explanation for this pattern of financia performance over the past Sx years may be found inthe
productionand domestic utilizationof cottonover thisperiod. Since the beginning of the 1990sand
until 1997/98, cotton productionhad been fluctuating considerably from one year to the next, with
anaverage output of 6.3 million Ik. In the two years from 1995/96 to 1997/98, cotton production
was rather large, with an average of 6.85 million Ik. However, in 1998/99, production serioudy
declined to 4.6 million Ik, which was a 32% drop from the previous year’ s output. The low levels
of output persisted into 2000/01, where the average output for the three years 1998/99-2000/01
was 4.5 million Ik. See table 5-3 for Egyptian cotton supply and utilization, 1990/91-2000/01.

The sharp risefromthe 1995/96 level of cottonoutput to 1997/98 canexplain the sharp increaseinthe
earnings and profits of public ginning companies. A large cotton crop means more business for the
gnningcompaniesand larger thanaverage capacity utilization. Therefore, ginning companies, epecialy
public ones, showed a dramatic improvement in thar financid data between 1995/96 and 1997/98.
When the crop Sze dropped again in 1998/99 and continued to drop steadily for the following two
years, saesrevenues, earnings and profitsdropped aswel and continuedto decrease through 2000/01.

The same logic a0 gpplies to the soinning companies. The amount of lint pun determines the rate of
cgpacity utilization in the industry, which in turn affects companies’ cogts and revenues. The average
domestic utilizationof Egyptianlint sncethe beginning of the 1990sto 1995/96 was 4.8 millionlk. For
the period from 1995/96-1997/98, it decreased dightly to 4.2 million Ik, and for 1997/98-2000/01
average utilizationdeclined further to 3.1 millionlk. Since 1997/98, domegtic utilization of lint hasbeen
decreasing. This took place in the form of a 20% decline in domestic utilization from 1997/98-
1998/99, as well as an additiona 22% decline in the falowing year, which then resulted in a 41.3%
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reduction by 2000/01. This trend is expected to continue at least in the short-term, as the forecast
domedtic utilization for 2001/02 is 2.6-2.8 million. Similar to the ginning indudtry, levels of domestic
utilizetion affect revenues, cost, and profits. Following the pattern of continuous decline in domestic
leves of lint cottonutilizetion, the financid performance of the public spinning companiesaso worsened
over the last threeyears. Once spinning capacity isidled for long periods, it can fdl out of production
permanently. Hence, the capacity of the domestic spinning industry to absorb large stocks of Egyptian
lint has likely declined since 1997/98, when 4.6 mlk were spun (the highest level since 1993/94).
Domestic spinners can probably use 3.0-3.5 mik/year at this point. Domestic Spinners can dso use
foregnlint, which is shorter-staple and cheaper, but inyearsof large domestic (Egyptian) lint supplies,
the Holding Company discourages public spinners from using imported lint.

Since the beginning of privatization in 1994/95, the peak year for capacity utilization by domestic
gpinnerswas 4.6 millionlk, whichwas achieved in 1997/98. Since then, capacity utilization, on which
financid performance rests, has been declining. As the financdid performance of public spinning and
weaving companiesworsened, it became harder and harder to privatize. Although privatizationinthis
sector hasbeen put completely onhold since 1999 and the Government has been hoping for improved
market conditions to be adle to privatize those companies, it seems that the opportunity for sdling those
companies was greater between 1995/96 and 1997/98. During those three years, domestic utilization
of lint was high and finendd performance was improving, even in loss-making companies. It would
have been easier to expedite privatizationthen and exerciseflexibility in vauaions and sales conditions.
Although the Government is moreflexible now, it may, unfortunately, be alittle too late. Public spinning
and weaving companies have been going from bad to worse in the last few years, and the prospects
of adramatic improvement seem to be unlikely.

To makethe previous observationclearer, it would be ussful to examine the progress and devel opment
of the public companies tha were candidates for privatization in 1997/98. At thistime, Shebeen El-
Kom S&W (Shebintex) and ST1A were scheduled for privatizationin 1998, while Dameitta, Delta, E-
Seiouf, and Port-Said were scheduled for 1999. However, the Government hated the privatization
program in the spinning and weaving industry awaiting future market improvement, as it did not get
offers that matched or even came close to the companies valuations. In September 2001, the
Government again  advertised Shebeen, STIA, Damietta, Port-Said, in addition to Dakahlia, for sde
with new terms and facilities for investors to encourage privatization (see chapter 2).

The performance of these Six or seven companies has generally worsened in the past three years. In
the coming section, a closer look is taken at the characteristics and performance of a few of these
companies.

5.2.1 Shebeen ElI-Kom Spinning & Weaving
It is one of the better performing spinning and weaving companies and has been a prime candidate for
privatization Snce the beginning of the program in the spinning industry. Shebeen owns six millswith

atotal of 193,104 spindles and atotal productionof 13,600 tonsin2000/01. The company produces
both ring-spun cotton yarn and open-end yarn with a capacity of 190,920
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Table 5-3: Egyptian Cotton Supply and Utilization, 1980/81 to 2001/02

(all figuresin metric kentars of lint)

Y ear Area |Beginning| Productio |[Imports| Total |Exports| Domestic | Seed Re- | Total Disapp- | Ending | Net Change | Stocksto
Planted | Stocks n Supply Utilization | quiremts earance Stocks | in Stocks | UseRatio
0 1 2 3 4=1+2+3 5 6 7 (see 8=5+6 Official 10=9-1 11=9/8
note) 9

1980/81 1,244,52 2,944 10,574 0 13,518 3,297 6,524 707 9,821 4,475 1531 46%
6

1981/82 1,178,42 4,475 9,985 0 14,460 3,871 5,839 640 9,710 4,217 (258) 43%
0

1982/83 1,065,84 4,217 9,208 0 13,425 3,607 5,163 599 8,770 3,738 (479) 43%
1

1983/84 998,277 3,738 8,004 0 11,742 3,332 5,307 590 8,639 2,009 (1,729) 23%

1984/85 983,560 2,009 7,984 616 10,609 3,040 5,219 649 8,259 1,615 (394) 20%

1985/86 1,081,00 1,615 8,706 591 10,912 2,960 5,710 633 8,670 2,102 487 24%
9

1986/87 1,054,86 2,102 8,055 296 10,453 2,427 5,631 588 8,058 1,470 (632) 18%
0

1987/88 979,793 1,470 7,021 609 9,100 1,756 5411 608 7,167 1,275 (195) 18%

1988/89 1,013,96 1,275 6,211 613 8,099 1,200 5,074 603 6,274 809 (466) 13%
0

1989/90 1,005,53 809 5,766 1,138 7,713 859 4,953 596 5,812 527 (282) 9%
3

Mean 80s | 1,060,57 2,465 8,151 386 11,003 2,635 5,483 621 8,118 2,224 (242) 27%
8

1990/91 993,047 527 5,919 1,028 7,474 360 5,556 511 5,916 763 236 13%

1991/92 851,283 763 5,826 1,260 7,849 333 5,323 504 5,656 820 57 14%

1992/93 840,296 820 7,147 730 8,697 361 5,681 531 6,042 2,644 1,824 44%

1993/94 884,310 2,644 8,314 0 10,958 2,349 5,424 433 7,773 3,193 549 41%

1994/95 721,443 3,193 5,095 800 9,088 1,334 4,061 426 5,395 1,071 (2,122) 20%

1995/96 710,207 1,071 4,831 452 6,354 381 4,108 553 4,489 1,598 527 36%

1996/97 920,911 1,598 6,914 48 8,560 929 4,024 516 4,953 3,604 2,006 73%

1997/98 859,255 3,604 6,841 110 10,555 1,390 4,622 473 6,012 4,167 563 69%

1998/99 788,812 4,167 4,594 31 8,792 2,170 3,734 387 5,904 2,919 (1,248) 49%

1999/00 645,417 2,919 4,654 472 8,045 2,095 2,882 311 4,977 1,999 (920) 40%




Mean 90s | 821,498 2,131 6,014 493 8,637 1,170 4,542 464 5712 2,278 147 40%
2000/01 518,319 1,999 4,201 575 6,775 1,670 2,708 439 4,378 1,075 (924) 25%
2001/02 731,095 1,075 6,313 372 7,760 1,614 2,700 420 4,314

Source: The Egyptian Cotton Gazette ALCOTEXA. Stocks and stock changes are calculated from the data, where beginning stocks in 1980/81 equa 2.944 mill. kentars.

Notes: @) Imports from 1990-91 to 1994-95 were only from the U.S. 1995-96 imports were largely from the U.S. (400,000 kentars) but also from Sudan and Syria.

There were no U.S. imports as of 1996-97; imports as of 1996/97 were from a variety of sources: Sudan, Syria, and Greece.

b) Seed requirements equal the area for the following season (column 0) times 60 kg./feddan. Using acid delinted seed, only 25 kg./fd. are required. Normal seeding falls in the 75-80 kg. range.
The seed requirement calculation for 2001/02 assumes that area planted in summer 2002 will be 700,000 feddans. Note that seed requirements are not lint utilization and hence do not enter into the
caculation of tota disappearance.

¢) Net Change in Stocks = Ending Stocks - Beginning Stocks. A positive number indicates net additions to stocks. A number in parentheses indicates a net decline in stocks.

d) Domestic Utilization and Ending Stocks for 2001/02 are preliminary estimates. Imports are MVE estimates through the end of March 2002.  Exports are commitments as of early April 2002.
Typicaly, actua shipments by the end of the export marketing season (usually September 2002) do not exceed commitments as of the end of March 2002.

€) Stocks to Use Ratio = Ending Stocks / Total Disappearance (domestic & foreign utilization).
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spindles and 2,184 rotors and capacity utilization of 70% and 75%, respectively. Shebeen produces
both cotton blendsand 100% cottonyarn. Almost 50% of output is 100% cottonyarn, 25% is cotton
blends, and 25% is 100% synthetic yarn. Shebeen used to export most of itsoutput (70%); however,
since the devauation of the Egyptian pound, Shebeen has been more geared to the domestic market.
Private weavers and ultimaidy manufacturers of ready-made garments have found it more profitable
to use domedtic lint sincethe devauationtook place. 1n 2000/01 Shebeen’s exports reached avaue
of LE 70.3 million, while domestic sdes ood a LE 90.8 million.

Shebeen is consgdered to be among the better-performing spinning companies and has been targeted
for privatization for a few years. Shebeen has been vaued by the HC a LE 500 million, which of
course stood much higher than offers submitted by private investors. Although Shebeen has been
making profits, its performance has been deteriorating and profits have decreased by 58.8% over the
past threeyears. |n addition, there are two main congraints facing its privati zation, over-cagpacity and
excess labor. Over the five years from 1996/97 to 2000/01, employment was reduced by 19%
through regular and early retirement processes. Mantaning the high vauation of the company and
waiting for improved market conditions since 1997/98 have not improved the privatization prospects
of the company, Snceitsfinandd status hasactualy declined snce 1997/98. On the other hand, profits
and equity figures rose between 1995/95 and 1997/98, presenting a good opportunity for private
investment had the company been vaued a a more reasonable leve.

5.2.2 Ddta Spinning & Weaving

The company has three spinning mills and one weaving mill. Delta producesring and open-end yarns,
with a spinning capacity of 95,432 spindles and capacity utilizetion of 70% for ring spinning (93,892
spindles) and 75% for open end spinning (1,540 rotors). As for weaving, Ddlta has 431 looms and
uses 40% of its cgpacity. Traditionally, the company had exported most of its output (72% in
1997/98); however, due to the stiff competitionfromchesper Asan yarn, exports have been declining
and were projected to be 40% of output in2000/01, withavaue of LE 44.6 millionand domestic sales
of LE 49.7 million.

Employment in Delta decreased by 24% between 1995/96 and 2000/01, of which amost 12% left
through early retirement. However, the company ill has 1,500 redundant workers, or 28.6% of the
total number of workers.

Detawas up for privatizationin 1999, but no bidswerereceived. It had been making profits between
1995/96 and 1997/98; however, it turned from generating a net income of amost LE 3 million to
making losses of LE 38.6 millionin 2000/01. Operating revenues decreased by 34% from 1998/99
to 20000/01 and net equity went from LE 16.9 million to a negetive LE 20.4 million.

5.2.3 Damietta Spinning & Weaving
The company has one spinning mill and one weaving mill. It produces ring-goun yarn with a capecity
of 89,680 spindles, of with70% is utilized. The weaving mill has 192 |ooms and cgpacity utilization of

95%. Damietta dso has a ready-made garment facility that produces both for export and domestic
consumption; it is equipped with 145 sawing and finishing pieces of equipment. Damietta s financid
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performance has not been positive throughout the period from 1995/96 to 2000/01; however, it has
considerably deteriorated over the past threeyears. Employment in Damiettadecreased by 8.2% over
the past Six years, but no workers left by taking early retirement.

53 SWRMC-HC Redtructuring Efforts

Acknowledging the inefficiencies and burdens facing the affiliated textile companies and the difficulty
in privatizing them given thar current Stuation, the SWRMC-HC has taken severa steps towards
restructuring some ACs. Restructuring effortsincluded financid, technicd, and labor restructuring.

5.3.1 Financial Restructuring

In the area of financid restructuring, the SWRM C-HC renegotiated bank debt on behdf of some the
ACsin an attempt to reschedule and forgive part the long-term debts. In addition, the HC paid off a
sum of LE 59.9 billion in June 2001 onbehdf of 12 ACsto fulfill its obligation of repaying bank loans
according to previous rescheduling arrangementswith the creditors. However, the HC till owed the
creditorsasum of LE 48 million in June 31, 2001.

The common eements in debt rescheduling negotiations undertaken by the HC include:

. Halting payments or reducing interest rates charged on these delits;

" Providing a grace period before resuming repayment to provide the HC with a chance for
technical and labor restructuring of the indebted companies,

" Forgiving part of the current debt balance; and

. Repaying the remaining balance over a period of 5-10 years.

Negotiations with Misr Bank, Alexandria Bank, Commercia International Bank, and Egypt
Internationa Bank are currently underway regarding the exact terms and conditions of debt
rescheduling and repayment.

In addition to negotiating debt rescheduling, the HC aso provides working capita to the loss-making
companies. TheHC provided LE 99.1 millionin2000/01, of which LE 58 million are of the HC' sown
resources and the rest came from the restructuring fund. Part of the funds provided asworking capital
were used to import Syrian lint that was distributed to 13 affiliated companies.

5.3.2 Technical Restructuring

The HC has aso implemented some measures for technica restructuring of the affiliated companies.
Given the low capacity utilization (65% on average)® in the textile companies, technica restructuring
entalled the transfer of some idle capacities from some companies to other ACs that needed new
machinery or production equipment. These measures saved the HC the costs of importing new
equipment, estimated at LE 235 million; inaddition, it would also raise the capacity utilizationwithinthe
Holding Company.

18 This average was mentioned in the SWRMC-HC report for the FY 2000/01; however, some industry analysts
think it is probably lower.
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5.3.3 Labor Restructuring

Interms of |abor restructuring, the HC has funded ERPsin 9 ACs during 2000/01, releasing atotal of
5,933 workers at a total cost of LE 120.5 million and mean cost of LE 20,310/worker. During the
same year, Shebeen e-Kom S&W released 517 workers a a cost of LE 11.5 million (LE
22,244)/worker), funded with the company’s own resources. For the progress of ERPs in public
cotton-textile companies, see table 4-4. The HC aso pays the sdlaries and annua entitlements of the
gaff of the distressed ACs, which amounted to LE 165.1 millionin2000/01. In order to upgrade the
ills and capacities of the management of the ACs, the HC has trained a number of the ACs
marketing saff and managers to improve their companies performance.

54  Statusand Progress of Management Contracts

In addition to the SWRM C-HC efforts to restructure and improve the performance of public spinning
& weaving companies, it is al o seeking speciaized management expertiseto improve the performance
of these companies. In 1999, the Spinning and Weaving Holding Company, in cooperation with the
private banks and industry experts, established the Egyptian Company for Development of Textile
Industry (EDTI). The mandate of EDTI isto coordinate the recruitment of internationa management
companiesto beincharge of diagnosing problems, restructuring operations, and managing the troubled
textile companies. Currently, those management contracts are being negotiated and implemented inthe
following four companies.

54.1 Mis-Hewan Spinning & Weaving

In October 2000, the company was handed over to EDTI, which contracted the Indian management
company, Delfa, to restructure the company and improve its performance. 1n March 2001, thefollow-
up committee set by SWRM C-HC concluded that the performance of the company had not improved
in accordance with the planned performance results and indicators. However, the HC decided to
provide the management company with another chance to improveitsresults. In July 2001, Snce no
progress had been achieved, the HC terminated the contract with the Indian contractor.

5.4.2 Nasr-Mahala Spinning & Weaving

InJduly 2000, EDTI contracted the GermanfirmRoland & Berger to manage Nasr Spinning & Weaving
in Mahda Six months|ater, the follow-up committee formed by the SWRM C-HC concluded that the
performance of the management company was on target and they released their fees. In June 2001,
the Committee concluded that the results that were targeted at that point had not been achieved and
thus stopped the paymentsto Roland & Berger. The contractor is currently working on reaching the
performance results stipulated in the management contract and would not receive any payment until
those targets are met.

5.4.3 Shourbagui

InMarch 2001, the company was handed over to the management firm K&M, whichisaconsortium
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of investors and management experts, to implement the restructuring program set for the company.
Follow-up on the implementation of the contract isin progress.

5.4.4 Cairofor Artificial Slk

In January 2001, the American firm HB was contracted to study and design a plan to restructure the
company. The study is currently being findized.

Giventhe Stuationof companies operating under management contracts discussed above, it seems that
the performance of these companies has not met expectations. Management contractors were
expected to bring about a real change in management practices that would result in sgnificant
improvements in sales and financid performance.  According to the Al-Alam el-Youm newspaper
aticle of March 25, 2002, the Central Accounting Agency (CAA) has criticized the results of those
three management contracts that are being implemented. The CAA described these contracts as
lacking in pendties againgt the management companies in cases of unsatisfactory performance,
especidly that the costs of hiring these management consultants have amounted to LE 43 millionso far.

5,5  Performance of Leased Companies

As mentioned earlier, the SWRMC-HC has leased units in four affiliated companies, however, the
discussioninthis section will focus on the two leases that ded with spinning and weaving units, namdy
DIP-Egypt, leasing aspinning mill from ESCO, and Menya d-Kamh factory of Sharkya Soinning &
Weaving.

55.1 MenyaEIl-Kamh Factory

An Egyptian entrepreneur who has experience in the weaving and knitting industry has leased three
spinning units from Sharkeya Spinning & Weaving since July 1999. The factory lessee has added a
tricot line to produce knitted cloth in Menya EI-Kamh. The leaseisfor 5 years, and the entrepreneur
is paying an annud rent of LE 9 million.

There is no financid information available about the operations of these leased units, however, it is
indicative to note that their purchase'® of lint has decreased from the 1999/2000 level of 119,343 Ik
to 75,501 Ik in2000/01. This36.7% decreaseinlint purchasein oneyear indicatesthat the company’s
level of operations was reduced congderably and that it has been operating with sgnificant idle
capacity, which indicates that the company is not doing aswell asit did the year before.

Asfor the labor gtuation, the SWRMC-HC was supposed to continue implementing early retirement
in Sharkeya; however, the program was discontinued in the leased units. Thus, the work force has
essentiadly stayed the same, around 1500, in addition to 60 workers who were added to run the new
tricot line. Wages consstently increased over the past two years. Average annua wages increased

1% Data about lint purchases for leased and privatized companies were obtained from the SWRMC-HC and
CATGO.
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from LE 3,000 in June 1999 to 3,420 in June 2000, which condgtitutes a 14% increase in the annud
wage bill. Wages increased again in June 2001 by 10% to reach LE 3,780. However, these figures
may only refer to the workers sdlaries and do not include other benefits and bonuses.

55.2 DIP-Egypt

The Korean company DIP leased a spinning mill fromESCO at the end of 1997. Theleaseisfor 10
years againg afee of US$ 750,000 per year, inadditionto 3% of the net FOB value of export sdes.

DIP cleaned up the factory it leased and brought in one cleaning unit, proper ventilation systems, and
foreign expertise in management. DIP-Egypt seemsto be doing well asits lint purchases have been
Seadily increasing over time. Since 1998/99 to 2000/01, lint purchase dmost tripled from 29,284 to
82,129 (an increase of 180%), which reflects a successful operation.

In terms of labor, DIP-Egypt released most of the old workers, except for 180 workers who were
more productive. Inaddition, it hired 420 new workerswith specific skillsthat were needed inthe new
operation. Annual average wages have risen by 20% from LE 4,200 in 1999 to LE 5,040 in 2001.
Agan, these figures may only refer to the workers sdlaries and do not include other benefits and
bonuses.

5.6  Performance of Privatized Spinning Companies

Trying to assess the financid performance of privatized textile companies can prove to befutile. There
isvery little data avallable and even less access to it. Only 3 companies have been privatized and the
financid datathat can be obtained to compare post-privatization performance with pre-privatization
performanceisvery scarce. For example, The MVE Unit could not obtain any financid information
about Alexandria S&W or any recent data for Unirab and KABO. The financid data for these
companies are supposed to be inthe public domain, ancether sharesaretraded on the stock market.
In addition, the qudity of the financid data avallable cannot be guaranteed in terms of accuracy or
consstency. Thedataisvery patchy and comesfrom different sources, which renders making definite
conclusons about the financid performance of privatized companies based on the available financid
datavery difficult.

Having commented on the validity and availability of financid data, it is pogtive to note that net equity
for the two privatized companies, for which data is avalable, has increased by an average of 13%
within one year of privatization. Although the earnings before interest and taxes (EBIT) and net income
witnessed an average decline of 68.3% and 55.5% respectively, this can be attributed to the reduction
in the scale of operationsin the two companies after privatization.

With regards to lint purchases, UNIRAB has witnessed some fluctuations in their lint purchases.
UNIRAB increased its lint purchases by 38.7% from 282,150 Ik in 1998/99 to be 391,377 Ik in
1999/2000. However, their level of operations decreased again by almost the same amount (34.6%)
to stand at 255,789 |k in 2000/01.

40



For Alexandria Spinning and Weaving, operations, as indicated by lint purchases, have increased by
13.7% from 1998/99 to 2000/01, however mogt of this increase took place in the 2000/01 season.
Alexandrigslint purchase increased dightly by 2.4% from 1998/99 to 1999/2000 and the following
season it increased by 11% to reach 273,684 1k in 2000/01. It is aso reported that the average yarn
count increased from NE 27-28 to NE 34-35 by May 2000.

Employment in the three privatized textile companies witnessed a dight decrease of 5.2% since
privatization until June 2001, as shown in table 4-1. Although the average wages reported after
privatization are consderably lower than those reported before privatization, the consstency of these
figurescannot be assured. The pogt-privatization wage datawere obtained through MVE surveysand
they refer to workers' sdaries only and do not include any bonuses or benefits, which may have
resulted in the reported decrease in average wages after privaization. In fact, the privatized spinning
companiesthat were surveyed, UNIRAB and Alexandria Spinning and Weaving, reported anincrease
in average wages between 1999 and 2001. UNIRAB reported a 12% increase in average annua
wages from LE 4,020 in 1999 to LE 4,500 in 2001. Smilarly, Alexandria Spinning and Weaving
reported raising average wages by 20%, from LE 3,000 to LE 3,600 over the same period.
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6. CONCLUDING REMARKS& POLICY IMPLICATIONS

It seems that over the Six years from 1995/96 to 2000/01 the financia performance of public ginning
and spinning companies deteriorated, particularly between 1998/99 and 2000/01. In fact, financid
performancesignificantly improved for many public soinning companies during the first half of the period
of the study, i.e. from 1995/96 to 1997/98. Therefore, it seesthat the privatization program should
have been expedited during the first haf of the period, when performance wasimproving. Instead, the
GOE was hoping for improved market conditions to privatize public textile companies.

The GOE took severd steps towards liberdizing and privatizing this subsector; however, a more
comprehensive approachto liberdizationis still needed. Despite the government’ s efforts to liberdize
the cottonsubsector, public sector textile companies are sill gruggling withhigh pricesfor cotton, which
isthe main input of production, amounting to 60% of the production costs. In addition, public textile
companies are bound by the government wage and bonus system that entitles workers to an annud
raise of 15% regardless of the company's salesand revenues. Thuspublic sector companiesare heavily
burdened by risng costs and decreasing revenues. It is very difficult to privatize the public textile
companies under such operating conditions.

Encouraging imports of cheaper shorter-staple lint is one way to reduce spinners' input costs in Egypt.
To this point, public spinning companies have obtained imported lint only through the Holding
Company. If theHolding Company is concerned about burgeoning lint stocks and excessive carryover
from one year to the next, it will not import shorter-staple lint, even if it is priced far lower than the
chegpest Egyptian varieties, Gizas 80/83.

The stagnationinthe privatization programinthe textile indudtry isin part due to the overdl unfavorable
market conditions, however, it ismostly due to the chronic problems that are plaguing the public sector
textile companies. These include excess labor, large accumulated losses, large bank debts, and most
of dl unmarketable output. High pricesfor Egyptian lint are amgor handicap for public sector textile
companies in the domestic market. After the deva uation, public sector companies have been able to
capture greater domestic market share; however, they are dill facing giff competition in the export
market. High raw materid cogts for Egyptian lint, redundant labor, and poor qudity yarn hurt the
internationa competitiveness of domestic spinners, particularly public ones.

Improving the qudity of yarn productsiskey if public sector spinning and textile companies were to
succeedinreducing ther large inventoriesand improving their financid Stuation. Someobserversargue
that many public sector spinners spin too wide and too low arange of yarn counts and should narrow
the range and, if possible, increase the average count. Other observersfed that most public spinners
should concentrate on spinning low counts of yarn using cheaper, shorter-staple imported lint.
Whatever strategy is chosen, it appears unlikey that sgnificant funding will be made available for
technica restructuring, particularly upgrading plant and machinery. Without such upgrades, thelong-run
vdidity of many public spinners can be cdled into serious question.

A comprehensve plan is needed to restructure the cotton and textile subsector. Without dedling with
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the root of the problem, it will be difficult to privatize public textile companies. Note that CSPP and
the High Cotton Council are leading a cotton subsector strategy exercise that may attempt to define,
more accurately, public goinningindustry requirements. Thisstrategy exerciseisnot, however, intended
to address privatization issues. Nevertheess, developing acomprehensive Strategy to deal with the
subsector's problems and the underlying issues that hinder privatization would have a postive impact
onencouraging private participationinthe cottonand textile subsector, which can boost the privatization
program of public textile companies.

To facilitate the sde of ginning capacity, anecessary firg step isto deal withthe excess cagpacity in the
indugtry. The GOE should gtart by implementing the unpublished Holding Company plan to close 13
public ginsto reduce capacity to amore optimum leve. Thiswouldlikely dlow ginnersto chargehigher
rates, which could make ginning more profitable. Oncemademoreprofitable, public ginning companies
would become more dtractive privatization prospects. Higher returns would dso dlow ginners to
invest more in improved ginning, cleaning and baling techniques.

Fndly, the GOE moved in the right direction when it adopted the new drategy to privatize the
loss-making companies. However, more aggressive unbundling of public companies may be required
to encourage their sde inthe near future until a more comprehensive plan to restructure the subsector
is adopted.
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